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Mr. John Fletcher, Co-Executive Director 
Ms. Donna Goodell, Co-Executive Director 
Merrimack Special Education Collaborative 
114 Turnpike Road 
Chelmsford, Massachusetts 01824 

Dear Mr. Fletcher and Ms. Goodell: 

Enclosed is our draft audit report on Merrimack Special Education Collaborative, covering the period 
July 1, 2007 to June 30, 2010. Please review the draft report for the accuracy and completeness of the 
audit results. Please keep in mind that this is only a draft report and it remains confidential until issuance. 

We request that within 10 business days from the date of this letter, you respond either in writing or 
preferably through Email with your comments, presenting any additional information that may have a 
bearing on these matters. We will consider your response in preparing the final report and will include 
those that are germane to the issues. If you can submit your comments to us using Email please send 
them to, Robert.Bemstein@sao.state.ma.us. 

We would like to thank you and your staff for the cooperation given to the audit team during the 
audit. If there are any questions concerning this matter, please feel free to contact me at 617-727-6296. 



Sincerely, 




Robert M. Bernstein 
Audit Manager 
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INTRODUCTION 



The Merrimack Special Education Collaborative (MSEC), located in Chelmsford and 
Billerica, Massachusetts, is an association of 10 local and regional school districts in the 
Merrimack Valley area known as an "education collaborative." Education collaboratives are 
government entities organized pursuant to Chapter 40, Section 4E, of the Massachusetts 
General Laws. Founded in 1977, MSEC is one of 30 such collaborative associations 
operating across the state. Each collaborative is governed by a Board of Directors 
comprising representatives designated by member school commktees, as provided by 
individual collaborative agreements approved by the Commonwealth's Department of 
Elementary and Secondary Education (DESE). MSEC's merhBe^Jdistricts. include Billerica, 
Chelmsford, Dracut, Tewksbury, Tyngsborough, and Westfoixt school districts and the 
Groton-Dunstable, Nashoba Valley Technical, North^MHalesex^aind Whittier regional 
school districts. MSEC also provides educational services to multiple noil-member districts 
in northeastern. Massachusetts and to certain New Hampshire school 'districts and adult 
vocational services for clients of Massachusetts sM^ agencies such as me 'Department of 
Developmental Services and the Massachusetts Rehabilitation ^C^mmission. ' 'Historically, 
education collaboratives have primarily provided servicekjfbr ?£eteial education stud^rits, but 
they may also provide other services, I ^xifchVas professional j development, technology and 
consultation services, student transpoita&>^' 'i^je^llective purchasing of goods and services 
for use by participating districts. MSEC reported total revenues' of |19,792,376 for the fiscal 
year ended June 30, 2010, primarily derived fiiom school district tuition payments. During 
our audit period, MSEC operated in close . ^association^' ; with an affiliated non-profit 
corporation called the Mcirrfrnack Educai ion Center (M^Q.' MEC provides management, 
information technology] i maintenance^,: . I ransportatiofi, • and other ■ services to MSEC, and 
owns facilities leased to MSEC., V " 



Our audit was condilcted at thejrequdst of ;idie r Cotntn of DESE. The scope of our 

audit included : : a review; ; and examination of ccrtaia. aspects of MSEC's operations during 
fiscal years; 2008 through' :2(310. However, for fceriiiin transactions, it was necessary to 
expand ourPajidit testing to examine somfe;, transactions that occurred outside of our audit 
period. Our aiiiiit, scope also included, to^thje?. extent possible, a review and examination of 
various transacticin^! between MSljf&,and MEC. We conducted this performance audit in 
accordance with genially accepted! gpyernment auditing standards. Those standards require 
that we plan and perforrn jtile audits-obtain sufficient, appropriate evidence that provides a 
reasonable basis for our firidtogs, aniii conclusions based on our audit objectives. We believe 
that the evidence obtained'^^^es a reasonable basis for our findings and conclusions 
based on our audit objectives, 'which consisted of the following: 

1. A review and assessment of the system of internal controls MSEC has established over • 
certain agency operations and 

2. An assessment of MSEC's compliance with applicable laws regulations and the terms 
and conditions of its state contracts and its Collaborative Agreement. 
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The specific areas reviewed included: Tuition payments made by member school districts; 
budgeting, procurement, and banking practices; expenditures for program services, to 
vendors, on credit cards and those made for the purposes of employee reimbursements; 
payroll and personnel time and activity reporting, employee retirement arrangements, 
payment of student wages, employment contracts; transactions between MSEC and its 
related-party organization, MEC; state contract administration involving programs funded by 
the Massachusetts Rehabilitation Commission (MRC), the Department of Developmental 
Services (DBS), and the Department of Transitional Assistance (DTA); compliance with 
DESE requirements regarding teacher licensures, employee evaluations, employee 
performance development plans, and organizational performance measures; financial and tax 
filings; and board governance. 

Our audit of MSEC was impaired, resulting in scope limitations:..^ scope limitation occurs 
when an auditee or another party places restrictions on th|^5|je of the auditor's work. 
Such restrictions result in the inability to apply all <„)f ' tlie audit, procedures considered 
necessary by the auditor in the circumstances of the efligigement. During, our audit, MSEC 
impaired our audit work in the follow areas: (1) dpcMie ! ntation requested by, the audit staff 
during the audit engagement was either not . prodded or was kcomplet&jio^ there were 
significant delays in providing the requested inforrnatipn and (2) our access t&'tjertain staff 
was restricted. These impairments significantly liirdted!qj^ ( abiJ^^0 ; conduct our scheduled 
audit testing. As a result, as noted ia ; ;ipi& t report, it was Soften; riot possible to review the 
records necessary to achieve our audit ^bjedtiyes. C)ur report's audit results regarding 
performance and compliance issues reflect Siese l^^ons and ; dBinot necessarily reflect the 
full results that might have been obtained if we were provided with; all the information we 
requested. : s\lhul]\u, '>\lu .siiiiilhji:. '^< ;i j' 

Based on the audit work; tiiat could;. be per fori ;icd,; ■ we identified . over $26.7 million in 
inadequately documented; and potentially unaliowa||^ expenses charged to MSEC by its 
related- party organization- MKC^. We-also identified almost $6.1 million in inadequately 
documented salary, expenses atMSliC and; oyer $4.3 ntjhpn in additional expenses that were 
either undocumei i ted, or appea red : to ■ be unalJpwatye because they were for non-business- 
related items; such as alcohol, golf^aiid meds 'a^jifntertainment. In addition, we found 
numerous ^Stances in whicli!;MSEC^|ppred not to have complied with various laws, 
including thei-stkte's public bidding law,' 'fiijknce laws, pension laws, and the open meeting 
law, as well as^fate regulations^ felative ' to) j potential conflicts of interest and educator 
licensure and evaluations. We alsojjfbund that MSEC did not comply with regulations and 
guidance issued by stafej oversight ^gfheies relative to the maintenance of time and activity 
records and the establishment of.lhe tuition rates it charges for the services it provides. 
Finally, we also identified' ! nui^;cp' other operational deficiencies, including questionable 
contract administration activities i such as understaffing and charging inappropriate expenses 
to state-funded programs and questionable governance decisions that reduce MSEC's 
transparency. The specific problems we identified during our audit follow. 



ii 
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AUDIT RESULTS 



12 



1 $212 MILLION IN INADEQUATELY DOCUMENTED, QUESTIONABLE AND 

POTENTIALLY LEGALLY INVALID REL ATED- PARTY TRANSACTIONS 12 

We found that at least as far back as 1991, MSEC entered into contracts with its related- 
party organization MEC, under which MEC provided various administrative services, 
facilities maintenace services and other items to MSEC. During fiscal years 2008 
through 2010 MSEC paid MEC $21,293,083 for these goods and services. However, 
based on the limited information MSEC provided to us relative to this contract and the 
. expenses associated with it, we identified a number of problems. First, contrary to the 
requirements of Chapter 30B of the General Laws, there wapd, evidence that MSEC 
used a competitive bid process to procure administrative services, facilities, maintenance 
services, and other items. According to Section 17(b) ofCMptcr 30B and interpretive 
guidelines issued by the state's Office of the Inspector General ^OIG), any contract 
awarded in violation of the law is invalid and no payment can be made. Second, contrary 
to state regulations and generally accepted accounting principles, M S I -,C did not properly 
disclose $12 557 435 of these related-party tractions in its financial statements. As a 
• result state funding and oversight agencies dtdriqthave the ability to adequately assess 
MSEC's activities and performance regarding these iransactioris. Finally, we were not 
provided with any documentation toj substantiate m^rfeasombfeness of these expanses, 
including but not limited to, administrative service fees;; totaling $5,108,285; rent and 
maintenance charges totaling $6,763^8;' : anu\ transportation, vehicle charges totaling 
' $1 605 988 during the audit period. As : a;rcsuit of these deficiencies, there is inadequate 
assurance that the $21.2 million in goods"%d services . that MSEC paid to MEC during 
me audit period was reasonable,; proper, or! allowable in accordance iwith state laws and 
regulations. liUHF 'i]Wb '^VMiuW^' '^W 

2 NO DOCUMENTATION: TO SUBSTANTIATE THE REASONABLENESS OF $5.5 
' MILLION IN SETTLEMENT: AGREEMENT CHARGES TO MSEC BY MEC, WHICH MAY 
NOT HAVE BEEN PROPERLY \ j AUTHORISED AND IN COMPLIANCE WITH ITS 

collaborative Agreement ! 



U ■ I i 



DurinMkal year 2006,'ifeEC entfc into a Settlement Agreement with MEC under 
which MSEC agreed to paypMEC §5j5.;.million for various services and the use of 
facilities proved by MEC du% fiscal ^s 2001 through 2006. This $5.5 million was 
in addition to an" Pinnated S16 ! &illion that MSEC had already provided to MEC for the 
same type of serves- during tl# period. During our audit, we asked MSEC officials to 
provide us with all of I the doclMentation it was maintaining relative to. this agreement 
and the related expense! ik&Bngh MSEC provided copies of the minutes for the Board 
of Directors meeting at wlch the agreement was approved, it did not provide any 
documentation for the underlying expenses claimed to have been incurred by MEC. As 
a result, it could not be determined whether the expenses associated with this transaction 
were proper and allowable in accordance with state law and regulations and should 
therefore have been paid for by MSEC. However, the information we were able to 
review relative to this agreement raised concerns regarding its execution and legal 
validity. For example, the required quorum of representatives from what were then 
MSECs seven member districts was not present to approve this agreement. Also, all of 
the Superintendents who approved this agreement were simultaneously members of both 



III 
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MEC's and MSEC's Board of Directors, which creates a situation in which potential 
conflicts of interest could arise. In fact, two of the participating Superintendents who 
voted on this agreement announced their retirement from their school districts (Billerica 
and North Middlesex Regional) only 25 days after they voted to approve this agreement 
and then went to work as senior managers for MEC. A third voting Superintendent 
retired from his school district (Tyngsborough) in 2008 and as of the end of our audit 
field work, was working as a senior manager for MEC. Further, this agreement appears 
to be in violation of MSEC's Collaborative Agreement, which requires all administrative 
expenses, such as those paid for in this agreement, to be included in MSEC's 
• administrative budget and approved by its board, which was not done in this case. 

3 $3 028,002 IN UNDOCUMENTED AND QUESTIONABLE; ADMINISTRATIVE, 
" PROGRAM, AND CREDIT CARD EXPENSES INCURRED BY MSEC AND $1,292,180 
IN EXPENSES IMPROPERLY PROCESSED THROUGH . ; MSEC FOR MEMBER 
DISTRICTS '' ' , 

We found a number of problems involving §£320,182 in ct%, catd and other 
administrative and program expenses mcurredjjjf MSEC during bur. audit period^ 
Specifically, MSEC did not provide us with anyi documentation relative to': 52,51 4,008 o± 
the expenses that it incurred during this peS% .therefore, the appropriateness and 
reasonableness of these expenses could not be d%mmediujFor other expenses for 
which there was documentation, the jrecoTcls that were available to us either were 

inadequate to document that expenseslwete/for business-rHl^ted purposes or showed that 
the expenditures were clearly queslibWable^Mn • that mey' infckided unallowable, non- 
program-related purchases, including at least $T,255.for alcohol;! which is prohibited by 
state law; at least $1 8,284 for meals and oilier ent(Mtai;nment such 'as; farewell parties for 
staff; $142 for 30 pounds o^'s^ordfish for ^ ' cookout; for : Special Education Directors; 
' and 'at least 37 purchases totaling i $5,735 for ;golf4elated charges. There were also 
thousands of dollars spent, on "retrjejits" for MSEC and MEC managers. One example 
of these questionable expKhdiUires^::an August: 2Q09 charge of $1,484 at the Nashua 
Country Club. This total mcru^|B^%jfood, $^,for alcoholic beverages, and $974 
for golf' fces^ 'fo r ' foil; people, '{ill'bf which ' was ; treated 1 as administrative conference and 
meetihgl Expenses. In another ex%p ; le, one MSEC Co-Executive Director charged a 
total of|i§76 in veliide'explenses (pmhanly gasoline for what appears to be a personal 
vehicle) to^SEC despite th^&ct that % [received a $500 monthly travel allowance that 
should have clfered these expenses. In addition, we identified approximately $14,766 in 
expenditures mcuried by MSEC ^managers that, for unexplained reasons, appeared tb 
have- been charged : to; : iVl I 'X", anil! thousands <>f dollars in MEC-related expenses that 
were inappropriately pa%or ; by;MSKC: However, the documentation being maintained 
by MSEC relative to mes^expenses was often too inadequate to identify all the expenses 
and amounts that were incurred by MEC staff but paid for by MSEC. Finally, contrary to 
state finance law, MSEC functioned • as a fiscal conduit and processed $1,292,180 in 
expenditures for three school districts to pay for expenses incurred by individual districts 
rather than by MSEC. 
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UNDOCUMENTED SALARY EXPENSES TOTALING $6,055,816 AND QUESTIONABLE 
PUBLIC SERVICE TIME CREDITED TO MANY MSEC ADMINISTRATORS 42 

Contrary to state regulations and the terms and conditions of its state contracts, MSEC 
does not maintain records that detail the attendance and time spent on each activity for 
various salaried employees who during our audit period were paid a total of $6,055,816. 
Maintaining this type of information is essential for several reasons. First, because 
MSEC and MEC have shared employees, it is important to accurately account for these 
individuals' attendance and activities to ensure that the appropriate agency is charged for 
their salary expenses. Without' such documentation, there is inadequate assurance that all 
of the $6,055,816 in compensation expensed by MSEC for these staff members was 
proper. Second, MSEC is required by DESE program approy^ {requirements and state 
contract provisions to maintain specific staff levejaji^and ratios. Without 
attendance/activity records, MSEC has no way of substangajjin^ that it met these staffing 
requirements. In fact, based on the financial reports that MSHC submitted to the 
Commonwealth, we found that MSEC did not maintain the staffing; levels required by 
state contracts in at least two of its state-funded jp^grams. Further, without attendance 
and activity records, MSEC cannot ensure mat inaccurately reported the; time these staff 
members worked in government service to the^ appropriate public employee; retirement 
boards. In fact, we found that at least 10 MS I iC ■ employees, may have inappropriately 
received credit for time worked in government service; in a; public employee retirement 
system to which they may not have beeri entitled. ' 1 i ; 1 1 ] j , _ 

DEFICIENCIES INVOLVING EDUCATOR PROFESSIONAL STANDARDS AND THE 
ABSENCE OF ORGANIZATIONAL PERFORMANCE MEASURES 49 



E M i t ' ! i 



We identified deficiencies in ' M;SECs systems for ensuring Aa t eiuployees are properly 
qualified and that DESE requirdniHnts applicable to educator' licensure, evaluation, and 
professional development, are met..: During our audit period, only 30% of MSEC 
educators were fully Keened;.;, llie 1 remaining educators worked under waivers (often not . 
in compliance : with . applicable : waiver' : conditions): '■ or, in some cases, were working 
without^equkcri waiyet:approvaL , : Also, contrary .to DESE requirements, -MSEC's Board 
of Diii^tors and senior 'Managers 1 %ye not established employee performance standards, 
have noSj;fcc>nducted requilM educator^ evaluations, and have not ensured that new 
teachers arejliientored by prqpkly qualified master educators. Finally, MSEC has not 
established or|yili2ational perfortiiance measures needed to promote accountability and 
attain desired education and service outcomes for MSEC's students and clients. 

DEFICIENCIES INi^ PROCUREMENT AND GOVERNANCE, CONTRACT 
ADMINISTRATION, INTERN^ CONTROLS, BUDGETING AND PRICING, AND 
FINANCIAL AND TAX REPORTING 57 

Our audit identified deficiencies in a number of areas of MSEC's operations. First, we 
found numerous instances in which MSEC failed to use competitive procurement 
practices when procuring goods and services, contrary to state law. We also noted 
several questionable contract administration activities, such as MSEC's not meeting the 
contractually agreed-upon staffing requirements in its state funded programs, allocating 
hundreds of thousands of dollars in expenses to its publicly funded programs (e.g., an 
estimated $997,862 in fiscal year 2009 alone) that were not properly incurred in these 
programs and requesting and receiving over $53,000 in supplemental funding in one 
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state-funded program that it did not need. Additionally, according to the terms and 
conditions of state contracts, any subcontract entered into by a contractor must be in 
writing and authorized in advance by the procuring state agency. Contrary to this 
requirement, at least |2,839,982 in contract funding was awarded to MEC during our 
audit period' for services that were actually provided by MSEC without documentation of 
the required subcontracting approval. We also identified significant governance issues. 
For example, on March 7, 2007 MSEC amended its Collaborative Agreement to allow 
the MSEC Board of Directors to amend the Collaborative Agreement without first 
obtaining approval from member school committees. In our opinion, such governance 
changes reflect a control environment that is inconsistent with the climate of integrity 
and transparency essential for effective and accountable government entity operations. 
We also found instances in which it appears that MSEC did; iiot: fully comply with the 
requirements of the state's open meeting law, had not:. established adequate internal 
controls over all of its activities, and was not estabHsliin^c^jfor its services that were 
consistent with guidelines 'established by the Department! 6f Rev^ue's Division of Local 
Services and the Office of the Attorney General. .^\Y ''^w]h 
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INTRODUCTION 

Background 

The Merrimack Special Education Collaborative (MSEC), located in Chelmsford and Billerica, 
Massachusetts, is an association of 10 local and regional school districts in the Merrimack Valley area " 
known as an "education collaborative." Founded in 1977, MSEC is one of 30 such collaborative 
associations operating across the state for the purpose of providing education and related services to 
school districts and their students. Historically, education coUaboratives have primarily provided 

■ services for special education students, but they may also prope other services, such as 
professional development, technology and consultation seg||Went transportation, and 
collective purchasing of goods and services for use by parnapating districts. Education 
coUaboratives are government entities organized pursuant to Chapter ^O^ Section 4E, of the 
Massachusetts General Laws. Each collaborative issued by a Board of^irectors comprising 
representatives designated by member school committees,^ provided by incHvidUaJ Collaborative 
Agreements approved by the Commonwealth's DepaMp| W Elementary and! i I Secondary 
Education (DESE). Theslatute states, in part:; -H;;;.. ; %u. 

Two or more school committees, of cities, towns and regional school districts and boards of 
trustees of charter schools hiay enter into a written agreement to conduct education programs 
and services which sha//^cbmp/ement' and strengthen the school programs of member school 
committees and charter schools and in^ease educational opportunities for children. 

MSEC operates under the conlrql ,o£U ;Boatd of Rectors composed of Superintendents 
representing eaaiS^e'^qauoi^ ( see Appendix) and as such, is 

an mstmmeia|y of each of iJ^mbS^cts. Th C ; Collaborative Agreement also allows MSEC 
to provide servieckltp non meaiberjidastricts^kd, tc) other purchasers of program services such as 
state human service a|fenaes. . With certain exceptions, most services are reimbursed through tuition 
payments. However, prle%fot servijj [funded by state human service contracts are established by 
each individual contract. Du% ^period covered by our audit, MSEC operated the following 



services: 



■ The statutory language was amended effective January 19, 2010 to allow charter schools to be members of education 
coUaboratives. Until that date, participation was Bruited to school committees and regional school distorts. 
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• A school-district-funded alternative high school located at 1 1 4 Turnpike Road, Chelmsford. 

• A school-district-funded alternative middle school with locations at 114 Turnpike Road and 40 
Brick Kiln Road, Chelmsford. 

• A school-district-funded Pervasive Developmental Disorder (PDD) and Elementary Behavioral 
School located at 40 Brick Kiln Road, Chelmsford and ancillary sites. Educational programming 
is provided for students with PDDs such as autism and for others with significant behavioral 
service needs. 

• A school-district-funded Intensive Special Needs Public School Program operating out of 40 
Brick Kiln Road, Chelmsford, with multiple classrooms located within public school facilities in 
member districts. The program serves students for whom e<MMon can be provided within a 
regular school, with some activities integrated with the full public ischool student population and 
others provided in separate classrooms used by the program. ■ !; 

• School-district-funded Alternative Vocational High, Schools serving Students with less severe 
disabilities or with behavioral or other special educational needs. These schools are located at 
248 Boston Street, Topsfield and 80/84 Brick Kin |.pad, Chelmsford. ' :;!;>:. 

• School-district-funded vocationally oriented education ^ services, including the Center for 
Occupational Awareness and Placement. and SdKx>l-to~Wdrk'services, for students under age 
22, primarily with severe disabilities. These services and activities are provided at 40 Linnell 
Circle, Billerica and other locations. ^jj., "^]:\[}, 

o Adult vocational services ; (ages ; 22 and above) funded by ' the Commonwealth's Department of 
Developmental Services (DDS),' the Massachusetts Rehabilitation Commission (MRC) and, prior 
to fiscal year 2009, the l.)epartnient ()fi'Lransitionali Assistance (OTA). CHents are served both 
on-site at MSEC fecililie*: primarily 40 Linnell Circle, Billerica) and through off-site support 
services in c:c mirnun ity-lxised : settings: ' P ; ; . . 

• A variety : 6f alditionaf rion-:classr6(')ni' ie ducation^re;|ked services provided to school-age students 
and to school districts and dducators bn a srnall scale. These include testing/evaluation services, 
individual behavioral and '' Ko'mc -based ; ; .set vices, and an annual Alternative Education 
Conference. 5 H;;h ! i>) : '' 

All school-age education! programs operated by MSEC in free-standing school facilities, such as its 
Alternative Middle School p'r^am'jaW subject to annual approval by DESE. Similarly, vocational 
services to adults provided by MSEC are overseen by state agencies such as DDS and MRC. 

For fiscal year 2010, MSEC reported 190 full-time equivalent employees and received revenues 
totaling over $19.7 million, as detailed below: 
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Revenue Source* Amount 

Massachusetts Local Government (local and regional school districts) $1 5,963,471 

Non-Massachusetts Government Payments (New Hampshire school districts) 1 ,853,178 

Massachusetts State Agency Human Service Contracts (DDS & MRC) 1,149,129 

Commercial Revenue (e.g., vocational program work product sales) 550,1 63 

Other Revenue 276,435 

TatalRevenue ^MM 
*Source : MSEC's audited financial statements and unaudited supplemental schedules for the fiscal year ended June 30, 2010 

MSEC's revenue primarily comes from tuition payments charged to 0& member and non-member 
districts (including certain New Hampshire school districts) student- and program-specific 

basis. MSEC also derives revenues from the sale of goods arid services associated with its vocational 
training activities. Other, non-tuition-based revenues, include charges to- districts for provision of 
consulting and ancillary services such as one-on- one tutoring and speech or behavioral therapy. 

Relationship between MSEC and the Merrimack Education Center, Inc. 

During 1966, approximately 20 MerrimacijlHjl^y^area school: districts formed an association to 
operate a regional center for education and iriiiova(i<)h with the approval of the Commonwealth's 
Department of Education, DJjSK?s predecessor state agehcyj^The association, first known as the 
"Merrimack Valley Regional Planning 'Center" and latcMra^the "Mertmiaek Education Center," was. 
staffed by three career educai&s, one of|wfiom, the former Wayland school district Superintendent, 
acted as its Executive Director. 'qjjii». i jjj!)l!iHiH!i;;;:. ' ; !iH;. 

A 1974 cas<vstudy submitted' ; fp> the Connor's Commission on School District Organization and 
CoUaboration (a part of the Massachusetts AVlyisory Council on Education) stated, in part: 

In 1970, the last year of the fedSrpI grant for the project, the original precursor education 
collaborative enab/ing ] le l gislation was}enacted through chapter 889 of the Acts of 1970, An Act 
Authorizing School Distri&Sito En0bito Agreements for the Operation of Model Educational 
Programs. Under the provi0hs\offihat act, incorporated into the Massachusetts General Laws as 
Chapter 40, section 4E, schobf districts were authorized to enter into joint agreements to conduct 
model educational programs, 'using one district as the "operating agent" on behalf of all 
participants. Merrimack Education Center remained in operation after the expiration of the 
original federal grant, using the Chelmsford School District as its operating agent. 

In August 1974, the scope of Chapter 40, Section 4E, of the General Laws was expanded to 
authorize not just "model education programs," but also jointly operated collaborative educational 
programs. The law required that each collaborative be governed by a board representing all member 
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districts, using an education collaborative trust fund administered by the largest participating 
community. The Merrimack Education Center operated as a collaborative pursuant to that law 
using a renovated home located at 101 Mill Road in Chelmsford, with administrative functions 
continuing to be provided by the Chelmsford school district. 

In August 1976, a subset of the Merrimack Education Center member districts established MSEC, 
with one of the three principal staff of the center being designated as the first MSEC Executive 
Director. The following March, the same three educators incorporated "Merrimack Education 
Center, Inc." (MEC) as a nonprofit entity with the original founding, ; & ? rmer Superintendent from 
Wayknd as its Executive Director and a governing board compr^|||uperintendents from member 
districts. MfjiS; ; 



In practice, since their establishment- in 1976 through at least October 2009, Hie two legal entities, 
MSEC and MEC, operated in tandem, sharing managers and office space atlQ|Mffl Road. For 
example, based on records we reviewed, the agency's;; name^^crriinack Special Educat .on 
Collaborative" was rarely used, and the c<)mbmed organizations were commonly referred to even in 
their own documents and in public dc>cuments : b^tate a genaes,aocal school districts, and other 
educational organizations as ''Merrimack ' location ir Center," "Nlerumack Collaborative," 
"Merrimack Education Collaborative," or "Merrimac^- ^ 0ther 
documents, such as MSEC job postings- and progralpterials, referred to the collaborative as a 
division of MEC. State agencies: such as| me Impart meht;pf Mental Retardation (now DDS), MRC, 

and DTA also executed contracts w^^^^ %t services that MEC then had MSEC 

. ; h ; i i M ; " '' f M|ji';S:. ^ihliU ' ' 'Ml|||ll} 

provide. '\^\, '^iiH;-. "' 

^iibs Hun. 'MHIh, 

During the spring #007, the Executive Director of MEC initiated an internal investigation of the 

MSEC Executive Director, which reputedly resulted in that individual's suspension and subsequent 
resignation in July 2007/%C also; led a complaint with DESE's educator licensure division, 
apparently asserting that me dilated MSEC Executive Director had violated professional 
standards incorporated into DESE's educator licensing regulations. After the suspension and 
resignation of the MSEC Executive Director, the "Executive Committee" of MSEC's Board of 
Directors voted on September 20, 2007 to appoint two senior associate directors to be "Co- 
Executive Directors" of MSEC. However at this time, an agreement was entered into between 
MSEC and MEC to make MSEC "subject to the general management oversight of the MEC 
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Executive Director and/or designee". The terms of this agreement remained in place until it was 
revised in October 2009. Although the revised agreement asserts that the relationship of the parties 
is that of independent contractors, it specifies that MEC is to provide faculties, maintenance, 
accounting, payroll, compliance, human resources, IT services, and insurance, and that MSECs 
operating accounts and operating funds, including the deposit of aU revenues and payment of all 
expenses, are to be processed through bank accounts established and maintained by MEC on behalf 
of MSEC. " 

The legal basis for MEC's status as an incorporated nonprofit entity, nuher than as an education 
collaborative government entity, is not clear. In both July 1978 and December 1985 amendments to 
Chapter 40, Section 4E, required that colkboratives not conforming to rhen-current provisions of 
the law be restructured to come into compliance wit| Statutory provisions. However, MEC 
remained a separate nonprofit entity even though; its activities (special ^education student 
transportation, educational technology/ professional development'; ,'and school, 
management/planning consultation services) were generally within the parameters " of the 
collaborative law; its board was controlled by niembcr school .superintendents; and its Executive 
Director simultaneously served as the first president ; of the ^Massachusetts Organization of 
Educational CoUaboratives. /Hi; .M'Mi^ 

History of Relationship between MSEC, MEC, and the Northeast Consortium for Staff 
Development 

MEC and MSEC at&alsa associated with another nonprofit entity, the Northeast Consortium for 
Staff Development (NCSD^NJSD was/bstablishecl inil991 as a joint undertaking by approximately 
42 Massachuscitsjschool districts;: *Salem S&tteCollcge (now Salem State University), and the then 
DOE. NCSD's Bcfcpf Directors' Mfid managers included individuals associated with participating 
districts, the college, D&E, MEC, anil* MSEC NCSD's purpose was to promote the professional 
development of educators iiilnbrthea^terii Massachusetts, which it did through programs operated in 
' conjunction with MEC and Salkmpte College. The organization also issued small grants (typically 
from $100 to $2,000 per grantee) for purposes such as sponsoring educators to attend professional 
conferences. By June 30, 2004, NCSD had accumulated over $1.9 million in net assets, almost 
entirely in the form of investment funds. Most of these assets were not needed by the organization, 
since annual operating costs were less than $1.5 million and were supported by professional 
development tuition fees. 
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Under a court-approved merger/asset transfer agreement, MEC assumed responsibility for NCSD's 
operations in fiscal year 2005. All funds were transferred to MEC other than limited investment 
trust fund amounts retained by the NCSD board for the purpose of continuing small grant 
distributions. By the end of fiscal year 2007 a total of $1,910,231 had been transferred to MEC and 
only approximately $32,000 remained of the NCSD investment trust fund. The NCSD nonprofit 
entity essentially became inactive at that point, with no grant issuance activity and a Board of 
Directors comprising only six individuals, including three from non-MSEC member school districts 
and three associated with MEC and/or MSEC. The NCSD nonprofit, entity is still recorded at the 
Commonwealth's Secretary of State's office as having never beergpily dissolved, and the most 
recent filings for the entity (as of the end of -fiscal year 200S> coriunne to show the books and 
records as in the care of the MSEC/MEC Chief Financial Officer; with 532,206 in remaining NCSD 
net assets. Although NCSD has effectively become inactive, MEC has continued to use "Northeast 
Consortium for Staff Development" as a program nar|e for some of its pro&Mipal development 



services. 



Subsequent Events 

On April 20, 2011, subsequent to the end of our audit field work, the state's Office of the Inspector 
General (OIG) issued a letter lex the 1 Executive Director of theMassachusells Teacher's Retirement 
Board in which the Inspelps Gene J | Questioned" Ml state pension 1 benefits being provided to 
MEC's Executive Director, who : is also.MJSEC's forme;! Executive Director. In addition, on June 
20, 2011 the OKx issued; three oI|llel j B|;tp MB^ Board of Directors detailing various 
alleged rmsconduet by MEcl I Executive 1 fefrector; onVtb MSEC's Co-Executive Directors detailing 
problems that .he; OIG identified|||th thd'kgteernents between MSEC and MEC; and one to the 
Executive Director ijof. she State Bc|rd of Retirement, questioning the state pension benefits 
provided to MSEC's : fiker Director; :6f Public Affairs and Government Issues. Much of the 
information described in ^Ib^siteiers covered a period of time prior to our audit period and 
was the result of information tffll|l -was able to obtain from MEC that MSEC would not provide 
to us during our audit. The OIG's concerns as presented in these letters are consistent with a 
number of concerns we identified during our audit. 
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Audit Scope, Objectives, and Methodology 

The scope of our audit, which was conducted at the request of the Coiumissioner of DESE, 
included a review and examination of certain aspects of MSEC's operations during fiscal years 2008 
through 2010.' However, for certain transactions, it was necessary to expand our audit testing to 
examine some transactions that occurred outside of our audit period. Our audit scope also rncluded, 
to the extent possible, a review and examination of certain transactions between MSEC and one of 
its affiliated entities, MEC. We conducted this performance audit in accordance with generally 
accepted government auditing standards. Those standards require that we plan and perform the 
audit to obtain sufficient, appropriate evidence that provides a reasonable basis for our findings and 
conclusions based on our audit objectives. We believe thai , he- 'evidence obtained provides a 
reasonable basis for our findings and conclusions based ^ our audit objectives, which consisted of 
the following: M'0 ''Mh, 

. A review and assessment of the system of internal controls M^C has established over certain 
agency operations, and ; ! ' ; ^ 

. An assessment of MSEC's comphancelif ^able laws,' r%, and regulations and the terms 
and conditions of its state contracts and its Collaborative Agreement, . 

The specific areas n^viewed included the following: .• yA^Y]]]]-. ' !|? ' 

o Tuition payments madefy member school districts- :.: : 

• Budgeting, procurement, and banking- practices . M-.:^ 

. Expenditgllr proP| and ,hoHe made f ° £ ^ « J ° SCS 

of employee reimbursements 1 • • : : ''i|Hu s . 

. Payroll and personnel, including time and activity reporting, employee retirement arrangements, 
payment of studentj^ages, and empljoyment contracts 

• Transactions between MSEC and ffij related-party organization, MEC. 

. State contract administration Wblving programs funded by MRC, DDS, and DTA. 

. Compliance with DESE requirements regarding teacher licensures, employee evaluations, 
employee performance development plans, and organizational performance measures. 

• Financial and tax filings ■ 

• Board governance 
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To achieve our objectives, we first reviewed applicable laws, rules, regulations and other guidance 
relative to education collaborative activities that have been issued by various state agencies. We then 
spoke with officials from DESE and MSEC to obtain an understanding of how MSEC operates and 
the control environment at MSEC during our audit period. We also met with representatives from 
two private accounting firms retained by MSEC to conduct the annual audits of the agency for fiscal 
years 2008, 2009, and 2010 and reviewed some of the work conducted by these firms during their 
audits. However, due to the limitations placed on us by these accounting firms on the information 
we could review, we did not rely on the work of these accounting firms for the purposes of planning 
and conducting our audit. We examined financial, personnel, and program records to determine 
whether expenses incurred by MSEC during our audit period were reasonable, aUowable, allocable, 
properly authorized and recorded; and in compliance with applicable laws, regulations, and grant and 
contract requirements. A description of the nature antlexlent of our audit; testing in each area is 
described in detail in each of the audit results contained in this report. We also examined certain 
documentation available from other sources such as M EC filings with the Secretary of State's 
Corporations Division and its filings wttB.tl^ Office of the Attorney General's (OAG) Public 
Charities Division, including the Form PO ; cequircd ; by>e OAG; accompanying copies of audited 
financial statements, and Internal Revenue Service Form 990 filings.- ; 1 ; : . ; , . ; 

The Office of the State Auditor (OSA) is autluMrized by ; its enabJirig legislati()n, Chapter 11, Section 
12, of the General Laws, to perform audfe;ofborh governmental entities and of state contractors to 
"determine compliance, vyith the 'provisions bf the amrract or agreement, the grant, and the laws of 
the (:oinrnc)nwc : alth?* This Statute further mandatcs/fej'the state auditor shall have access to such 
accounts at' reasonable times and^aid department [OSA] may require, the production of books, 
documents, vouchers, and other records relatin|to any matter within the scope of such audit" and 
also provides that "such; audits shall '$el .conducted in accordance with the standards for audits of 
governmental organizai ioiis, , progranis^ ' activities, and functions published by the Comptroller 
General of the United States." :W addition, other provisions of state and federal laws, regulations, 
executive orders, and contract provisions authorize the OSA to conduct audits on behalf of DESE 
and other state oversight and purchasing agencies. In this regard, 808 CMR 1.04(8), Access and 
Examination of Records, a regulation applicable to contracted human services, states, in part: 

A Contractor shall make available for review, inspection and audit all records relating to its 
operations and those of its affiliates, subsidiaries and Related Parties and shall permit timely and 
reasonable access to its appropriate personnel for the purpose of interview and discussion related 
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to those records and associated policies to any contracting Department, Executive Office, DPS, 
the Office of the State Auditor, the federal government or their representatives. 

Finally, the above-referenced governmental audit standards promulgated by the Comptroller 
General of the United States states, in Section 7.35 of the Yellow Book: 

Avoiding interference with investigations or legal proceedings is important in pursuing indications 
of fraud, illegal acts, violations of provisions of contracts or grant agreement, or abuse Law, 
regulations, or policies might require auditors to report indications of certain W^ f raud > 
i/leoal acts violations of provisions of contracts or grant agreements, or abuse to law 
entrcement or investigatory authorities before performing additional audit procedures When 
■ TnvesZations or legal proceedings are initiated or in process, auditors should evaluate the impact 
on theTurrlnt audit In some cases, it may be appropriate for, the auditors to work with 
Zesdgators and/or legal authorities, or withdraw from or defer further work on the audit 
engagement or a portion of the engagement to avoid interring; with an investigation. 

Our audit of MSEC was impaired, resulting in scope limitations. A scope limitation occurs when an 
auditee or another party places restrictions on the scope of the auditor's work. Such restrictions 
result in the inability to apply all of the audit procedures considered necessary b^ auditor in the 
circumstances of the engagement. 

Impairments and resulting scope ltruilaiu.ns^ncounterecl during (.uraudtt included the following: 

1. Documentation requested by:' the audit staff during the ; audit cagagcnient was not provided, 
inchiding me following: : . • ' .. .. : 

a Expenditure documentation suctias invoices 1 ip receipts for credit card transactions for 
approximately $2.5 million, m expenditures recorded in MSEC's accounting records during 
the audit period'.; ... ' : " H TiU ; i J** ' ' ' ' E ' ^ H hU i i , ''ijiji 

b. Documentation of thfelinderlyliig^ctual correlative to a $5.5 million settlement agreement 
betweenMSHC and ^4&:;iil,2()()6. ; ;: 

c Documentation of the undoing acStosts for approximately $21.2 million in charges 
from MEC tcviMSEC for administrative service fees, rent, maintenance, transportation, 
depreciation, verftmsurancejjj&d employee fringe costs during the three-year audit period. 

' d Certain personnel, com^ Jlon, and time and activity documentation, particularly for 
individuals working in profams funded by state contacts or across multiple programs, or 
individuals working for/providing services to both MSEC and MEC. 

e. All documentation pertaining to the NCSD nonprofit entity. 

£ Certain documents, including utilization and revenue projections, pertaining to budgeting 
and pricing activity. 
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g. Various documents pertaining to MSEC's contract administration activities. 

2 We also experienced significant delays in obtaining some documentation. For example we 
requested that MSEC provide us with an electronic version of its general accounting ledger. 
Although we were provided with a manual version of this record at the beginning of our audit, 
we did not receive the electronic version we requested until approximately four months after our 
initial request. Moreover, we found that the electronic version of this document was incomplete 
in that it did not contain information relative to MRC and DTA contracts for services provided 
by MSEC which totaled at least $601,853 during fiscal years 2008 and 2009. Moreover even 
where documentation was provided to us, it was often insufficient to determine whether 
expenditures such as those for food, gas, clothing, and sporting goods were for legitimate 
organizational purposes. 

,t\\)\\v : 

3 In certain instances, MSEC management provided only photocopies of certain documents. 
Where original documentation is not provided, there is an increased risk for irregularities such as 
the alteration of documents in an attempt to either conceal info rmauoii or convince auditors 
that required documents were in place for the audit period when they, were not. For example 
copies of invoices for legal services were provided only as photqcppies with essential 

■ information redacted regarding the details of services for which MSEC was being charged. 

4. Both MSEC and MEC restricted our access to certain s^ff. .^H^H 

5 Access to information being mahu:ained;by two of the private accounting firms that conducted 
■ MSEC's annual financial audits during our .audit period was also. partially restricted When we 
met with audit firm representatives, [hey informed us that attorneys for MSEC and MEC had 
rmposed restrictions on the, information to be provided. to us::. I„ the case of the firm 
responsible for MSEC's fiscal year' 2010 auditpwe were allowed to visually inspect workpapers 
but were not aUowed to make photocopies without- prior authorisation from the attorneys. For 
the second accounting Km, which W been reliable for audits of MSEC for fiscal years 
2008 and 2009 we were only provided, widi photocopies of the records that we requested that 
were heavily redacted. For example, all references iri; these documents relative to transactions 
between MEC and MSEC had been blacked '(iut,, Representatives from the accounting firm 
mformedxisthat the restriction on providing unredkefed workpaper copies to our audit staff had 
b een imposed by attorneys fbfc MEC • ; H j j j j ■ s _ 

These impairmen&ignificantly limited our ability to conduct our scheduled audit testing. As a 

result, as noted in this report, it was o|§ not possible to review certain matters necessary to achieve 

our audit objectives and to p^rforrn ; ;| {appropriate procedures to determine the existence or extent 

of possible fraud, illegal acts, o^abuse involving MSEC, its employees, and related entities and 

individuals. Our report's audit results regarding performance and compliance issues reflect these 

limitations and do not necessarily reflect the full results that might have been obtained.had we been 

provided with all of the information we requested. 
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Based on the audit work that could be performed, we identified over $26.7 million in inadequately 
documented and - potentially unallowable expenses charged to MSEC by its related- party 
organization, MEC. We also identified almost $6.1 million in inadequately documented salary 
expenses at MSEC and over $4.3 million in additional expenses that were either undocumented or 
appeared to be unallowable because they were for non-business-related items such as alcohol, golf, 
and meals and entertainment. In addition, we found numerous instances in which MSEC appeared 
not to have complied with various laws, including the state's public bidding law, finance laws, 
pension laws, and the open meeting law, as well as state regulations relative to potential conflicts of 
interest and educator- licensure and evaluations. We also found J}«SEC did not comply with, 
regulations and guidance issued by state oversight agencies re!atiye ; 1o,t:he maintenance of time and 
activity records and lie. establishment of the tuition rates W charged fkjhe services it provides. 
■ finally, we also identified numerous other operation^ ;cjpencies, mcluM| questionable contract 
administration activities such as understaffing and charging inappropriate expenses to state-funded 
programs and questionable governance decisions ,ha«: reduce MSF'Ca iranspare,^ /Ihc specific 
problems we identified during our audk follow.-... ^Mii;' 
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AUDIT RESULTS 

1. $21.2 MILLION IN INADEQUATELY DOCUMENTED, QUESTIONABLE AND POTENTIALLY 
LEGALLY INVALID RELATED-PARTY TRANSACTIONS 

We found that at least as far back as 1991, the Merrimack Special Education Collaborative 
(MSEC) entered into contracts with its related-party organization, the Merrimack Education 
Center (MEC), under which MEC provided various aclministrative services, facilities, 
maintenance services, and other items to MSEC. During fiscal years 2008 through 2010, MSEC 
paid MEC $21,293,083 for these goods and services. However, based on the limited 
information MSEC provided to us relative to this contract its adopted expenses, we identified 
a number of problems. First, contrary to the requirements,; of^apjjer 30B of the Massachusetts 
General Laws, there was no evidence that MSEC used a competitive, bid process to procure 
these administrative services, facilities, maintenance- services, and other : items. According to 
Section 17(b)' of Chapter 30B and interpretive guidelines issued by the state's Office of the 
Inspector General (OIG), any contract awarded in violation of jjShapter 30B is invalid and no 
payment can be made. Second, contrary to state regulations and generally accepted accounting 
principles, MSEC did not properly disclose 312,557,435 of these; related parly transactions in its 
financial statements. As a result, state funding and oversight agencies, did not have the ability to 
adequately assess MSFC's activities and performance in terms of these iransacl tons. Finally, we 
were not provided with airy documentation to substantiate the reasonableness of these expenses, 
including, but not limited to, administirative service fees totaling $5,108,285; rent and 
maintenance charges: totaling $6^3- 738; and: transportation vehicle charges totaling $1,605,988 
during the audit period, of which $5.16,626 for fiscal year 2010 appears to have been improperly 
charged based on the number of .program days in the period rather than on the number of days 
vehicles were actiially used. As^Jtesult of these deficiencies, there is inadequate assurance that 
the $21.2 million in goods and services that MSEC paid to MEC during the audit period was 
reasonable, proper, or allowables Accordance with state laws and regulations. 

We found that MSEC entered" into contracts, which beginning in fiscal year 2007, were entitled 
Administrative Services and License Agreements (ASLAs) with MEC under which MEC 
provides MSEC with various aclministrative services, facilities, maintenance services and other 
items. Although it was not clear when the first agreement was executed, the fiscal year 2007 
ASLA that was provided to us references a 1991 ASLA that was terminated at the end of fiscal 
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year 2006. The ASLA executed for fiscal year 2007, effective for a 10-year period commencing . 
July 1, 2006, required. MSEC to pay MEC for facility usage at a rate of $16 per square foot 
annually with annual adjustments for inflation. Under this ASLA, MSEC is also required to pay 
MEC for building improvement costs, payroll services, information technology (IT) services, 
human resource -services, compliance services (e.g., tax and retirement filings), worker 
. compensation insurance premiums, administrative staff services, general liability insurance 
premiums, accounting services, and casualty insurance premiums with respect to personal . 
property. Other items that MSEC is required to pay under this agreement include legal costs, 
utility costs, and repair and maintenance expenses. Further, th|pLA includes the following 
provision: 

If there are expenses or services which are not identified in thisA ^^whicl^ 
in fact furnished or otherwise provided, each exmo^e or semce shall b^flier a D,rect 
Expense or an Allocated Expense as the parties shall, from time to time, agree, and, 
■absent such agreement, as fairly determined by MEC. " ^y\[\. 

No prices were established in association with the provision^ the aforementioned|ervices and 
other items other than the rent rate' and interest rates associated with any loans or building 
improvements. All service billings and -revenues were to be processed through MEC. In 
addition, the agreement stated: , , J!;!:^;;^. ''■v 

Certain employees of MEC also furnish services to MSEC, and certain employees of MSEC 
alT^rn7h sZices to MEC. Each such employee shall receive directly from MEC and 
MSEC such salary and benefits as are determined by each of them. 

In OctoberlPfplipltte schedtiled June^OW^ expiration, the ASLA was renegotiated, and 
certain provisions were modified, including elimination of the language authoring employees to 
famish services/across entity lj| and ah increase in the facility rental rate to $23 per square 
foot. 

The table below sumnl% thj^xpenses that were incurred by MSEC relative to the ASLA 
that was in effect during our' audit period. 
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Fiscal Year 2008 


Fiscal Year 2009 


Fiscal Year 2010 


Total 


Administrative Service Fee 


$1,786,484 


$2,013,450 


$1,308,351 


$5,108,285 


Rent 


1,169,000 


1,307,000 


2,443,129 


4,919,129 


Maintenance 


54fi 500 


670,500 


627,609 


1,844,609 


Transportation 


519 918 


530,144 


556,626 


1,605,988 


Fringe Reimbursement 


1,592,195 


1,706,001 


547,979 


3,846,175 


Payroll Processing Fees 


13,059 


6,107 


1,190 


20,356 


Telephone/Communications 


46,616 


35,875 A 


0U 593 


83,084 


Training Programs 






W 72,900 


72,900 


indirect Charge 


1,735,014 


1,900,087: = 




3,635,101 


Other 




77:456 


80,000 


157,456 


Total 


$7,408,086 


$; 81246.620 


S5.638.377 


$21,293,083 



* Source : MSEC financial records . E y n ?? ' 

**The summary totals appearing in the above table exclude parents of additional expenses such as those for utilities 
expenses and miscellaneous credit card expenditures. : i\ : i(]U ^iijih, 

During our audit, we identified numerous 'problems with ' tHehe expenses, .including (a) a non- 
competitive procurement process, (b)' undisclosed relate^t, arty transactions totaling 
$12,557,435, and (c) a laok;of documentation to substantiate the reasonableness of related-party 
transactions, as discussed. below. " . '-Miih; 

'MhlUs :i J h- : '!-Hi 

a. Non-Competitive Procurement 

As a go;venimeut eritity functioning as' ai'r^istrunientality of its member school districts, 
Msiil. subject to Chapter 30B of the General Laws, commonly referred to as the state's 
Unif(;rm : Procurement Act\ According^ a Chapter 30B implementation guide issued by the 
state's Office? fethe Inspect j general (OIG) the law, enacted in 1990, is based on certain 
premises, including:; , i ,;;UU 

Uniform contracting procedures promote competition and fairness. Chapter 30B clarified 
and demystified local contracting for vendors competing for contracts and for citizens 
observing the process. . . . Fair, robust competition for larger procurements saves money 
and promotes integrity and public confidence in government. 

In accordance with this statute, a contract totaling $25,000 or more over the life of the 
agreement must, pursuant to Section 5 of this statute, be publicly procured through a 
competitive, sealed bid process. Further, this statute requires that full documentation of the 
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procurement process be maintained in a formal, publicly available procurement file for at 
least six years after the date of final payment under the contract. According to the OIG 
implementation guide, any contract awarded in violation of this law is invalid and no 
payment can be made even if supplies have been delivered, work has been performed, and 
all parties have acted in good faith. 

The ASIA between MSEC and MEC for fiscal 2007 that we reviewed was originally to 
remain in effect for 10 years, but was superseded by a revised ASIA executed between the 
MEC Executive Director and the two MSEC Co-Executive Directors on October 15, 2009, 
with a retroactive effective date of July 1, 2009. There was no documentation that any of the 
items provided under this ASIA or the prior ASF, A had lWu competitively procured in 
accordance with Chapter 30B. As a result, according to the guidelines published by the 
OIG, these agreements may not be legally : valid. Further, due to a lack of competitive 
procurement, there is also no guarantee that the- j public interest was served such that MSEC 
obtained the best possible price for these goods and services. This concern is exacerbated 
by the fact that, given the relationship between MSEC and MEC, the execution of ASLAs 
are not arms-length transactions aiKl 'therefore; represent a higher risk for abuse. For 
example, the ASLA executed at the start, of fiscal: year 2007. was signed by the then- 
Superintendent- of ' the- Westford school district on behalf of MSEC and by the then- 
Superintendent of thel'Billenca school district 1 (also a MSEC board member) on behalf of 
MEC. Similarly, when meASLA was' revised in October 2009 it was negotiated and signed 
by M$E(j?y ' two ; -G^^cuttvii j E&ectors^ 1 both ; .of • "whom had also worked for and been 
compensated by MEC. ^ijjh 'uih^ 

' ' i ! i ' ! v i ' ' i J 1 : j 

b. Undisclosed Related-Party Transactions Totaling $12,557,435 

Transactions liiiufc; under arrangements such those between MEC and MSEC are referred to 
by accounting and auaMng^iiaards as "related-party transactions." Related-party situations 
are of special concern fof auditors, funders, and oversight agencies since the use of related 
parties may facilitate the misappropriation of assets; fraud; or violations of law, regulation, 
policy or contract requirements and may be used to generate undue benefit to individuals or 
to other entities, particularly in situations where relationships and transactions are not fully 
disclosed to oversight agencies or parties providing funds to the organization. Due to these 
concerns, federal and state laws, regulations, and accounting standards have been established 
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to control the use and reporting of related-party arrangements. Depending on the 
circumstances, multiple standards, definitions, and regulations apply; however, the primary 
standard that applies to these types of situations is the Financial Accounting Standards 
Board's Statement of Accounting Standards (SFAS) No. 57, which defines a related party as 
follows: 

Affiliates of the enterprise; entities for which investments are accounted for by the equity 
method by the enterprise; trusts for the benefit of employees, such as pension and 
profit-sharing trusts that are managed by or under the trusteeship of management; 
principal owners of the enterprise; its management; members^ the immediate families 
of principal owners of the enterprise and its management^a/itf other parties with which 
the enterprise may deal if one party controls or , cam significantly influence the 
management or operating policies of the other to an extent that one of the transacting 
parties might be prevented from fully pursuing its own -separate] interests. Another party 
also is a related party if it can significantly itffuehce the management or operating 
policies of the transacting parties or if it Ms^an ownership 'interest in one of the 
transacting parties and can significantly influence the other to an extent that one or more 
of the transacting parties might be prevented from fully pursuing its own separate 
interests. ! :H,^ 

As noted in the Background section of this report^ ^addition to the tuition' revenues it 
' receives from its member and notAmMntjet; school districts, MSEC also receives over $1 
million annually in funding under contracts with state human service agencies and is 
therefore subject to certain state regulation^ Jn (Disregard, OSD/ilie agency responsible for 
regulating and overse^ng the aaniinistrationbf human services, has promulgated regulations 
with which all contracted] human|y|vice providers such as MSEC must comply. In addition 
to proinulgaiing ix ; gulati()ns,:pSb : 'has published 1 various documents that provide guidance 
to organizations suclfas; MSECjjhat proviu^feiman services and their private accounting 
firms on. how to assess''.™ entity's jxonipliance with appHcable laws and regulations. 
Disclosure of.relatecl part.y : irektu)nships' is mandated by 808 Code of Massachusetts 
Regulations ((IVIR). 1.04(4), aticj further guidance is provided in the Uniform Financial 
Statement and Inde|6hdeiit:;pkitor's Report (UFR) Auditor's CompHance Supplement, 
which states, in part: 



Ail material related party transactions that are not associated with programs purchased 
by the Commonwealth or that could affect the provider's financial statements and all 
instances of common ownership or management control relationships for which 808 CMR 
1 02 and the AICPA Statement of Financial Accounting Standards No. 57 (SFAS No. 57) 
require disclosure, even though there are no transactions, should be disclosed in the UFR 
notes to the financial statements. 
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OSD has also established penalties for organizations that do not comply with its regulations 
relative to the disclosure of related-party transactions in 808 CMR 1.04 (11) (c), which states, 
in part: 

If after a hearing, DPS [now OSD] finds a violation of 808 CMR 1.04(4), 1.04(5) or 1.05, 
DPS may order that the contract(s) directly affected by such violation be terminated or 
may assess a civil penalty of not more than $2,000 or 10% of the Contractor's annual 
E Obligation under such contracts), whichever is greater. If DPS determines 
after a hearing that a Contractor has committed repeated willful violations of 808 CMR 
1.04(4), 1.04(5) or 1.05, DPS may debar the Contractor for a period not to exceed five 
years. a\u 
In the notes to its financial statements, MSEC consistent^ gpnlfies MEC as a related party 
and is therefore subject to OSD's regulations rfP%. related-party transactions. 
However, we found that, contrary to the aforementioned related^rty transaction disclosure 
requirements, during oux audit period MSEC only disclosed §8,735,6-1 B ; oF ns total related- 
party transactions of $21,293,083 in its fmancM;|tatements, leaving 512,557,43:5 undisclosed, 
as detailed below: ;ii ^iiilkiiM^'' i ;; -r 

Summary of Related-Party Transactions Disclosed in MSEC Financial Statements 

July 1, 2007 through June 30, 2010 

Fiscal Year 2008 Fiscal Year 2009 Fiscal Year 2010 Total 

. . $1,786,484 $2,013',450 $1,308,351 $5,108,285 



Administrative Services 
Rent, Repair, and Maintenance^ 
Transportation,,... :. . ' 'M 
Other Expensesjcfiarged by MEC 
Total 



3,070,737 3,070,737 
556,626 556,626 



SlJ86,484 i:: . : . $2.013.450 $4.935714 • $8,735,648 



Summary of Undisclosed Related-Party Transactions 
July 1, 2007 through June 30, 2010 

Fiscal Year 2008 Fiscal Year 2009 Fiscal Year 2010 Total 



Administrative Services 

Rent, Repair and Maintenance 1 ,71 5,500 



$ $ - $ 

1,977,500 - 3,693,000 



Transportation 519,218 530,144 - 1,049,362 

Other Expenses Charged by MEC 3,386,885 AZ25.526 .702,662 JMM™ 

Tota| $5.621.603 $6.233.170 $702,662 $12,557,435 
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As a result of MSEC's not properly disclosing all of these related-party transactions, state 
funding and oversight agencies did not have the ability to adequately assess MSEC's 
activities and its performance as they relate to these transactions. 

c. No Documentation to Substantiate the Reasonableness of Related-Party Transactions 

' One principle applicable to related-party transactions is that, even where such transactions 
are legal and fully disclosed, assertions that such, transactions represent "fair market value- 
must be viewed with skepticism. Instead, the accepted criterion is that charges should not 
exceed the lowest of three amounts: (a) the fair market jg^ if that can be reasonably 
determined, (b) the actual cost incurred by the related p|y, or (c) the actual cost the 
purchaser would have incurred had the goods or services been ow^d or operated directly by 
the entity, rather than through the related party,:' As previous^! (noted, because MSEC 
received state funding under human servrcipntracts, it nn.si: comply, with regulations 
promulgated by OSD regarding related-party 1 reactions, Irrthis regard, 80*8 CMR 1.05(8) 
promulgated by OSD defines the following costs as being unreasonable and therefore 
nonreimbursable under slate contracts:;; • ^ .. T;;;,, 

p^h Party Transaction Costs. Costs which ■ are .associated with a related party 
trt^tiolfare reimbursable only to theextcnt that the costs do not exceed the lower of 
either the market pr/ce or this^ted pari^act0 cost. /: : 

Although this OSD ^ regulation provides certa«|exceptions, we saw no evidence that the 
MSEC/MEG i-related-pariy^ trahsacH(3hs: tnet ihe criteria for treatment as an exception. In 
additidn^regatdless of whether : a : related P ^y : relationship exists or not, 808 CMR 1.05(16) 
defiSrWagement agencies, such as those charged by MEC, as nonreimbursable if they 
exceed thirst a contractor ifcouldlife incurred had it not entered into a management 
agreement. '^insi:, ; HU 

During our audit, we !attenipted to assess the reasonableness of the transactions between 
MSEC and MEC. Specifically, we requested from MSEC officials all documentation 
pertaining to all related-party charges made by MEC to MSEC during our audit period. Our 
objective was to determine whether these expenses were reasonable, allowable, allocable, and 
properly authorized and recorded in accordance with accounting and auditing standards. 
However, as previously noted, in many cases, requested documentation was either not 
provided or was not sufficient for us to make these determinations. Nevertheless, we were 
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able to identify certain problems based on the information that was provided to us that 
clearly raise questions about the appropriateness and reasonableness of many of these ASLA 
expenses, as discussed below. 

Transportation 

The ASLA between MEC and MSEC did not specify that MEC was to provide 
transportation services to MSEC. However, during our audit period, MEC billed and 
received payments from MSEC totaling $1,605,988 for the use of passenger vans owned by 
MEC and for related vehicle depreciation and insurance charges: These vehicles were used 
by MSEC primarily to transport students and adult clients instate contracted programs. For 
years prior to fiscal year 2010, we were not provided with any documentation other than 
entries in MSEC's accounting records showing : charges for .''goodwill transportation 
assessment" and for "vehicle depreciation and insurance. These charges 1 'totaled $519,218 for 
. fiscal year 2008 and $530,144 for fiscal year 2009. w ith no documentation of | the number or 
type of vehicles assigned to MSECi programs. In fiscal-year 2010, MEC charged MSEC 
$556,626 in transportation costs oil' th^basis of daily rates for each day of vehicle usage. 
However, MSEC did not provide us : wiih any^ docunumlation. showing how these daily 
vehicle usage diarges, had 1% .established,; and there was no ion riaL; written service contract 
between the two entities for ''these services that clearly identifies each party's duties and 
responsibilities. In response to our infotmauo.r requests, MSEC officials provided us with 
fiscal year 2010; information oh 'the ires, charged by^IEC, the number of vehicles available 
on a,:daily 'basisran4!thc nuinbe : r of day* charged, which was based on the number of 
progrftdays in the pefib^ ratber ifhan on the number of days each vehicle was actually 
used. Witiacmt records such||ks vehicle ': usage logs or documentation of the actual costs 
incurred by MKCin providing;the vehicles to MSEC, it was not possible to perform audit 
procedures necessaljto confM that rates were reasonable or whether MSEC might have 
been able to either provi<|jpWn transportation services or procure these services through 
another transportation provider at a lower cost. Further, the lack of vehicle usage logs and 
access to MEC transportation program documentation prevented us from determining 
whether these transportation service arrangements were also free from abuse. For example, 
it could not be determined whether more vehicles were provided than were necessary or 
whether the vehicles in question were being shared by both MSEC and MEC and, if so, 
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whether MSEC was paying for a disproportionate amount of the costs associated with these 
vehicles. 

Facility Rent 

The ASLA stated that MEC would be renting facility space to MSEC and specified the 
number of square feet used by MSEC for each facility and a charge per square foot to be 
adjusted each year based on changes in the federal consumer price index. However, there 
was no documentation to substantiate that MSEC used a competitive bidding process to 
procure the use of this space, and we were not provided with any documentation regarding 
the underlying costs incurred by MEC for thas space, or; |||the S£ l ua£e foota 8 e £ental £ate 
was established. Consequently, there was utadeqi^te assurahce that MSEC rented space at 
the lowest possible cost or that the rental payments MEC was receiving for this space were 
reasonable and allowable in accordance with state regulations. The rent|rate for fiscal year 
2007 was $16 per square foot. However, under the new ASLA, the fiscal year 2010 rental 
rate was increased by 43.75% to f^jper square foot (fe^ to excess of 3.52% increase in the 
consumer price index over this same period) without^ny,explanation. In addition, our 
review of floor plans coupled with ou^observalipns dunng otirfaciltty visits raised questions 
regarding the reasc>nabienes S :of ; the amount of space! than ; xvas bemg charged to MSEC. For 
example, we noted||| the col|f all unused areas were all Being charged to MSEC rather 
than split between MSlkand ri||, and designated common use areas in buildings shared 
by the bptli organizations weW^^ charged to MSEC. 



Adrhljiistrative Fees aruf. Reimtiiifeements 

As noted' above, 808 CMR%5 (16) ||mulgated by OSD identifies the following as being 
nonreimbursable costs: Ujij, 

nm Manaoement AaencvFees. Fees charged to the Contractor by a management 
^^TcfSe^h^slTthe Contractor W ou,d have incurred had it not entered ,nto 
a management agreement. 

During our audit period, MSEC paid administrative fees to MEC totaling $5,108,285. The 
ASLA does not detail the basis on which these fees are to be calculated or the costs that will 
be used in establishing these fees. Further, the ASLA contains no details on what MEC staff 
will be used to provide any of the administrative services that may be included in these fees 
or the compensation they will be paid. 
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During our audit, we asked MSEC officials to provide us with aU the documentation it was 
maintaining relative to these fees, including information on the costs included in the fee and 
how the fee rate was established. Although MSEC is paying this fee, MSEC officials told us 
that MEC had the information we requested and, as previously noted, MEC would not 
provide us with this information. We were also not provided with any documentation to 
substantiate that MSEC used a competitive bidding process to procure these services or any 
documentation regarding the underlying costs incurred by MEC for these services. 
Consequently, it was not possible to determine whether all of these administrative expenses 
were necessary and reasonable in accordance with state regulations or whether MSEC had 
' the ability to either perform these services itself or procure .these services from another 
vendor at a lower cost. in:::. 

We also analyzed MEC's financial statements; jmff Internal Revenue Service (IRS) Form 990 
filings for 2010, and concluded that the ASLA payments Jom MSEC w.erc the funding 
source for MEC's compensation for its senior managers.: Given the high salaries for these 
individuals, it is difficult to c(>nceive hpivJMSh'X ; would not be able to operate these services 
itself at a lower cost. Specifically, MEC's top ; admimstraiors, receive significantly higher 
compensation than that: provided to MSEC's top achrunistrauve 1 staff. For example, during 
calendar year 201 U,; MSEC 7s ' C(h I kecutive . Directors each : received compensation totaling 
approximately SI 50,000 .each from MSEC, ' : However, according to MEC's public 
disclosures,, during calerKlar xeai;2piQ' at : k-ast tout or MEC's administrative staff received 
over 5200,000 : uv : c^ wilh MECs. Executive Director receiving $517,162 in 

compensation from MEC 

Maintenance Expenses 

The amount of vaijbus maintMnce expenses provided under the ASLA also appear to be 
questionable. For el^^lf f pen where accounting records produced by MSEC's private 
accounting firms mchcatM' that certain maintenance costs were directly associated with a 
specific MEC program, a portion of the costs were expensed to MSEC. However, given the 
limited amount of documentation were able to obtain relative to these expenses it was not 
possible to determine an accurate amount that MSEC was overcharged for these services. 
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Recommendation 

During our audit, we identified a number of significant problems including the non-competitive 
procurement for many of the items included in the ASLA that raise serious concerns about these 
related-parry transactions, which we believe warrant further investigation. Consequently, we 
recommend that MSEC immediately discontinue making payments under the ASLA. Further, 
DESE and OSD, in conjunction with other oversight agencies such as the OAG, should 
conduct a review of the expenses that have been paid by MSEC under this and previous ASLAs 
and take whatever actions they deem appropriate to resolve these matters. This resolution 
should include a determination as to what amount of funds should/be recovered by MSEC from 
MEC and returned to MSEC's member communities and state contracting agencies. Further, in 
the future, MSEC should take measures to ensure that it can provide aU of its own 
administrative services and that any goods or serv&p 1 that it has to purchase are procured in 
accordance with the requirements of Chapter 30B of the General .Laws. MSEC should also 
ensure that it properly discloses all related-party irausacli ( )ns ancLtnaintains documentation to 
substantiate the reasonableness of all of its transactions. " jji;:; 

NO DOCUMENTATION TO SUBSTANTIATE THE REASONABLENESS OF $5.5 MILLION IN 
SETTLEMENT AGREEMENT CHARGES TO MSEC BY MEC, WHICH; MAY NOT HAVE BEEN 
PROPERLY AUTHORIZED AND IN COMPLIANCE WITH ITS COLLABORATIVE AGREEMENT 

During fiscal year 2006/ MSEC entered into a Seitlemeni. Agreement with MEC under which 
MSEC agreed to pay M 1 •',( $5. 5. millidh; tor va nous Veivices and the use of faciHties provided by 
MEC during fiscal years 2001 thnWp 200& ahjs SSA^ulHon was in addition to an estimated 
$16 million that MS EC Wall; 'akeady ^rpvid ed to MEG for the type of same services during this 
period. Duong our audit, we^ilbd MSE&officials to provide us with all of the documentation 
it was mauHaming. relative to thj^ agreemait and the related expenses. Although MSEC 
provided copies of the 1 mmut.es ton the Board of Directors meeting at which the agreement was 
approved, it did not provide, ati^l documentation for the underlying expenses claimed to have 
been incurred by MEC. As a result, it could not be determined whether the expenses associated 
with this transaction were proper and allowable in accordance with state laws and regulations 
. and therefore have been paid for by MSEC. However, the information we were able to review 
relative to this agreement raised concerns regarding its execution and legal validity. For example, 
the required quorum of representatives from what were then MSEC's seven member districts 
was not present to approve this agreement. Also, all of the Superintendents who approved this 
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agreement were srmultaneously members of both MEC's and MSEC's Board of Directors, 
which creates a situation in which potential conflicts of interest could arise. In fact, two of the 
participating Superintendents who voted on this agreement announced their retirement from 
their school districts (BrUenca and North Middlesex Regional) only 25 days after they voted to 
approve this agreement and then went to work as senior managers for MEC. A third voting 
Superintendent retired from his school district (Tyngsborough) in 2008 and as of the end of our 
audit field work, was working as a senior manager for MEC. Further, this agreement appears to 
be in violation of MSEC's Collaborative Agreement, which requires all administrative expenses, 
such as those paid for in this agreement, to be included in Msgf administrative budget and 
approved by its board, which was not done in this case. ,;MjpHij^ 

Under its Settlement Agreement with MEC, MSEC agreed to pay ME(|f 5.5 million for various 
services and the use of facilities provided by MEC during fiscal years 200T through 2006. At the 
time the Settlement Agreement was approved, MSEC and MEC also executed- rhe previously 
discussed ASIA. The net effect of , the charges MSEC.ha^to pay MEC fro%these two 
agreements was a transfer of at least §8,238,555 (Vom MSEG.to MEC during fiscal year 2007 
alone. As a result of the two agreemenrs, coupled with other financial operating results, MSEC's 
net assets were reduced from ^3 ? 830; 137 a|the begli»ning; ; ; f fiscai ;T ear 2006 to a negative 
$2,415,129 at the end : of fiscal year 2007. la contrast, the net: assets of MEC increased from. 
$4,615,620 to $14,604,410 over the same period: fetalis of these changes are shown in the 
following table: . ; ; . ' i; jHi;!HHn : ^-H i; !': ; ;: . -ilp. 

Merrimack Special Education Collaborative and Merrimack Education Center 
i Net Asset Changes * 



Fiscal Year 2006 Beginning Net Assets 0£ 

Fiscal-Year 2006 Ending Net Assets. 

Fiscal Year 2007 Ending Net Assets 

Total Change in Net Assets through Fiscal Year 2007 

Change Amount Associated with Settlement and Administrative Service Fees 

Total Net Asset Change Attributable to Other Factors 

*Source: Audited financial statements for each organization 



MSEC 


MEC 


$3,830,137 


■ $4,615,620 


-623,469 


10,966,773 


-2,415,129 


14,604,410 


-6,245,266 


9,988,790 


-8.238,555 


8.238,555 


S1.993.289 


$1,750,235 
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The executed Settlement Agreement includes the following explanation for why MEC was 
entitled, to these retroactive payments: 

MEC recognizes that it has been dilatory in asserting its claim against MSEC .... 

MSEC recognizes that its ability to accumulate a surplus of net assets as of June 30, 2006, of 
approximately $4,600,000 (Four Million Six Hundred Thousand Dollars) arises almost 
exclusively from MEC providing services and facilities below M EC's actual cost of services and 
fair rental value of the facilities provided. . . . 

Both parties recognize that it is important that this matter be resolved at this time, so that 
henceforth, the provisions of the Administrative Services Agreement will govern, and both 
parties will thereby be treated fairly. umm 1 

The agreement specified amounts for various expense types, suclr as personnel, payroll, building 

improvements, and rent. Expenses for fiscal year 20X)6were stauxi: to be "to some extent an 

estimate." However, no explanation was providedjp^other category amounts on the schedule, 

' including "Legal," Advertising, "Conferences ^Meetings," "Consultants," "Materials & 

Supplies," and "Furniture & Equipment." Further, according: tc>clc)cumentanon we reviewed, 

MEC initially claimed that MSEC owediMEg 37,^16,262 for iinpakl services and facility use for 

the period of time in question, assert ing'fhat fhose ; claim amomits were net of payments already 

made by MSEC to MEC for the period. A)tiiough MliC's imfial : claim was for approximately 

$7.4 million, the actual exeliut^d ag^emcnt pr|ided JpS^to pay'MEC $5.5 million in full 

settlement of the ciaiinj; payable uneven installmehfe of: §4 million on June 30, 2006 and 

$250,000 on June 30 th in e^h succeeding year thfough June 30, 2012. MSEC officials did not 

provide us iMM%m^^iW^^^i^ d ' and WC wcrc not P rovided w,rh a ^ 
itemizatibK to what cMlfuted tl^$5.5 million filial settlement amount. 

Since MSEC w|)still making Settlement: Agreement payments during the period covered by our 
audit, we determined: that it would; be necessary and appropriate to examine the Settlement 
Agreement arrangement} and thq underlying cost documentation for the $5.5 million in charges. 
During our audit, we askeSjjgp officials to provide us with all the documentation the agency 
. was maintaining relative to this agreement. . However, MSEC staff did not provide us with any 
of the requested information other than minutes for the Board of Directors meeting at which 
the agreement was approved. As in other instances, MSEC officials told us that the 
responsibility for providing this documentation rested with MEC and was beyond MSEC's 
control. As a result, it was not possible to substantiate the reasonableness of any of the $5.5 
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million in charges associated with the Settlement Agreement. However, based on other records 
we were able to obtain, including MEC's Internal Revenue Service Form 990s, Massachusetts 
Public Charities Division filings, and- information gathered from. MSEC personnel files, board 
minutes, and the audit workpapers maintained by the private audit firm responsible for auditing 
MSEC's and MEC's financial statements for fiscal year 2006, we were able to identify certain 
concerns relative to the Settlement Agreement, as follows: 

Questionable Activities Relative to the Approval of the Settlement Agreement 

The Settlement Agreement was approved at a June 5, 2006 MSgpoard of Directors meeting 
attended by five school district Superintendents, all of wlu>ntvoted to approve the agreement, 
which was subsequently executed by the MEC and MSBC Kxccuiive.Direc.ors. However, our 
analysis identified concerns relative to this approval process, as follows'::; ^ 



The terms of MSEC's Collaborative Agreement require that a majority of voting 
members be present to constitute a quorum. At the time;:tbc Setdement'iApeement was 
executed seven school ■ distils, .comprised MS£Cgjl official membership: Billerica 
Chelmsford, Dracut, GrotoV.funstable Regional^ ; Tewksbury, Tyngsboro and 
Westford. However, only three.oLithe, seven districts (Btllenca, Chelmsford, and 
Tyngsborough) were represented 1^ their school Superintendents at tins meetmg. The 
other two pa^cipating;Supemtendents ; in attendee repressed the North M^ex 
Regional and StonehaW school district^ neitheil jbfwMch had ^formally joined MSEC at 
that^ time, and (^MM.oranve^greerue.it: dc.cutnents covering those dist ricts had not been 
executed or approved by theiii school coiMiittees, committees for the actual MSEC 
member districts, or^the DES^fommissiohe* as required by Chapter 40 of the General 
Laws : In fact- the Nckth:#iaU^spx:Reg,c>nal School District did not become a legally 
reccii^'Miber of 'r^C until 5 'A^ust 2007, and the Stoneham School District 
MM became a ie'gali membeVsiof MSEC. Consequently, that only three of die five votes 
cai&r this Settlerrie : ni:; Agreement were legitimate and that the required quorum of 
representatives from fou||.f M.SE%seven member districts was not present. 

Chapter of the gS|W Laws governs the conduct of all public employees, 

including thdiiworkingJfoli education collaboratives. This statute prohibits public 
employees fiomfcpniffigaging in conflict-of-interest situations but also even giving 
the appearance of bifflirivolved in a conflict-of-interest situation. AH five of the voting 
Superintendents at this' meeting were simultaneously members of MEC s Board of 
Directors Since MEC stood to receive a substantial financial benefit from the approval 
of this agreement, we believe that this vote clearly represented a potential conflict-of- 
interest situation for the involved Superintendents. In fact, two of the five participating 
Superintendents who voted on this agreement had previously announced therr 
retirement from their school districts (Billerica and North Middlesex Regional) effective 
Tune 30, 2006, only 25 days after the vote. Both then went to work as senior 
management employees for MEC. A third voting superintendent (from Tyngsborough) 
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retired m 2008 and as of the end of our audit field work was working as a senior manager 
for MEC Further the MSEC Executive Director executing the agreement on behalf ot 
the collaborative was also simultaneously employed as the MEC Deputy Executive 
Director, thereby raising a question as to whether a conflict-of-interest situation existed. 

The above circumstances raise concerns regarding both the appropriateness and legal validity of 
the approval of this settlement agreement. 

Variances in the Summary of Claims Relative to the Settlement Agreement 

During our review of the records being maintained by the private accounting firm that 
conducted the fiscal year 2006 audits of MSEC and MEC, we ncpithat the audit firm had been 
provided with a different version of the Setdement Agreeinent than the version that was 
provided to us during our audit. Specifically, the copy ; Qf ; tHe Setileriieni: Agreement provided to 
the private audit firm presented a total of only approximately $6.5 miffi^ claims, rather than 
the $7.4 million in claims appearing on the version provided to us by MSEC; management and 
the $5.5 million actually agreed to in the final agre ; e|ent. ^^explanation 'fo^ gje variances 
appeared in any of the available doc^ation. A sumhiaxy of the differences between the 
amounts presented to us and MSEC's accounting ikm appears! in the following table: 



Questionable Variances in MEC's Asserted Claim Amounts* 



Charge Category;:. 

Personnel, Payfplj, Accouhtihg,:Etc 
Legal --u\\u 
Advertising " : \\\l\ h 
Conferences and Meetings 
Consultants ^iinh. 
Materials and Supplies 

Rent 

Furniture and Equipment 
Building Improvements 
Total 



mm 



■■ Version Presented 



to OSA 



u!. 



$2,987 : ,834 
1i90p 
47,322 
l W 38,558 
36,187 
219,004 
1,796,081 
833,578 
1.445,793 
^7.416.262 



Version in Private 
Audit Firm 
Workpapers 

$3,207,922 

11,905 

47,322 

38,558 

36,187 

219,004 

1,931,901 

490,817 

479,289 

<£6.462.905 



Variance 



$220,088 



135,820 
(342,761) 
(966.504) 
$(953.357) 



in addition to the consolidated variances summarized here for the six-year period, significant variances also existed 
category for each fiscal year and for the total for each fiscal year. 



AUDIT RESULTS 

2010-4539-3C . . . 

Because MSEC failed to provide requested documentation underlying the Settlement Agreement 
amounts, it was not possible to conduct further audit procedures to examine the above claim 
amounts and determine the reasons for the identified variances. 

Undocumented Charges of $16 Million Used to Calculate the Settlement Agreement 

It is important to note that the amounts detailed in the Settiement Agreement were apparently in 
addition to over $16 million in payments MSEC had already made to MEC for . the covered 
period. Since the Settiement Agreement stated that the claim amounts were net of payments 
akeady made by MSEC to MEC for the period, we attempted ^conduct audit procedures to 
confirm that such adjustments had actually been made. j|||^r, the failure of MSEC and 
MEC to provide requested documentation prevented us lV(>ni perfeiming those procedures. We 
did perform an analysis of MEC and MSEC financial statement information covering the 
settiement claim period, as well as an analysis corresponding MEC Internal Revenue Service 
Form 990 filings for those years. Our analysis of these (l(>cumente indicated that, m addition to 
the above-presented claim amounts, MS^C may have p|||pch as $14,612,167% MEC for 
payroll/fringe costs, so called <Wrhea||%^," mamteriaxi^ reimbursements, and rent, as 
well as additional amounts for client transportation- services and various other items. Although 
client: transportation charge^ Vcw generally no! Klagtiable ;fom financial statement and IRS 
Form 990 document^ sepWte inforjhation appearmgin supplemental financial schedules filed 
with the Conmionwealthlbpcratic>na(;Services Division indicates that MEC may have charged 

MSEC an addition a l;?,l,786^ 7 ears 2002 throu § h 2006 - BaSed 

on these e^ritriatesi we iie|eve thatthe^ettlemehtilAgKement charges were in addition to at least 
an esiima&§16,398,439 i^cferges already imposed by MEC for the six-year period covered by 
the agreemenliinthe absence^ full documentation, MEC's assertion that claim amounts were 
actually net of the Substantial payn||ts already made by MSEC could not be verified. 

Potential Noncompliance with MSECs Collaborative Agreement 

We noted that the Settlement Agreement disregarded specific provisions of the MSEC 
Collaborative Agreement. Specifically, the MSEC Collaborative Agreement in place for fiscal 
years 1989 through 2007 included the following language specific to administrative costs: 
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All M.S.EC. administrative costs shall be shared equally by each of the seven P^ff f 
municinalities These costs will be included in the administrative budget approved by the 
^S^B^T^e administrative budget shall be approved on or before December 
1 $ h for the next fiscal year beginning on July 1 st . 
As previously discussed, the Settlement Agreement claim amounts were for administrative costs 
such as personnel, payroll, accounting, human resources, technology, and legal expenses subject 
to MSEC's Collaborative Agreement requirement for prior budgeting and approval. In the 
absence of the requested underlying documentation for settlement agreement costs, it was not 
possible to determine whether these claim, amounts had been properly budgeted and pre- 
approved as required by MSEC's Collaborative Agreement. 

MEC's Assertion That It Provided Services and Facilities Below Its Actual Cost and Fair 
Rental Value of the Facilities Is Questionable 

MEC's assertion in the Settlement Agreement ttatit-had been providing services to MSEC at 
below actual cost is inconsistent with information presented in MEC's owriMted financial 
statements. We examined MEC's publicly filed audited finanaal^staternents for fiscal years 2001 
through 2006. As summarized in the taEbebw, MECYowplnancial disclosures showed that, 
' even excluding the effect of the Settiemelpe&nt^ MEclll: generated a §2,963,294 (3.9%) 
surplus for the six-year peruxL.Jn fact, during this six-yea," period, r,cme of MEC's individual 
activities experienced- a;|l ;; lB|bver, alml^ nJlMe|| | die" following table, we also 
found that a surplus haEeen generated for the organization as a whole for each fiscal year. 
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Summary of MEC Statement of Activities Information 
July 1, 2000 through June 30, 2006 



Technology/Planning Services 
General and Administrative Services 
Transportation Services 
Professional Development Services 
Special Programs 
Grants 

Other (unidentified) 

Total Prior to Settlement Agreement • 

Settlement Agreement Amount 
Reported as Fiscal Year 2006 
Administrative Service Fee 

■ Total Excluding Settlement Agreement 
Amount for Fiscal Years 2001 through 
2005 Treated as a Net Asset Transfer 



Revenue 


Expense 


Net Revenue 


$35,730,065 


$35,135,336 


$594,729 


15,213,818 


14,476,539 


737,279 


10,892,128 


10,562,386 


329,742 


9,186,870 


9,173,746 • 


^ 13,124 


3,331,031 


2,746,971 : 


584,060 


1,527,924 


1,527,924 ' ; 




704,360 




■ ; 704.360 


$76,586,196 5 ; 


i M 03,622,902 


$2;963;294 



. 83.1 ,000 



577 417,196 ; S73.622.902 



Change in Net Assets due to Operatjons : Excluding Fiscal Year 2006 Settlement. 
Agreement Revenue 'iHJp;' *'Hih ^H-'HiP'" 

Change in Net Assets due to FiscaWear 2006 Settlement Agreement 
Change in Net Assets due: to. Soitlemeht^greement'Asset.Transfer 

Change in Net Assets due to Fiscal Year 2005 NCSD Asset Transfer. 1 
Total Change in. Net Assets 



Beginning Net Asse&asqf July 1, 2000 \\ 
Ending Net Assets as of June, 30, 2006 ' 



''ill 



831,000 



$3.794.294 



$2,963,294 

831,000 
4,669,000 

. 1.572,406 
$10,035,700 

931,073 
,1110.966.773 



As can be seen in the preceding table, rather than providing these services at cost, MEC made 
significant profits on the General and Administrative Services it provided to itself and MSEC 
during the period in question. Further, in NEC's publicly filed audited financial statements, it 
reported no expense whatsoever for the $831,000 portion of the Settlement Agreement that had 
been recognized as admimstrative service fee revenue for fiscal year 2006, which seems to 
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indicate that this amount was pure profit. However, since requested documentation such as 
MEC's accounting records were not made available, it was not possible for us to complete 
appropriate audit procedures we deemed necessary determine the extent to which the $5.5 
million in Settlement Agreement charges was reasonable. 

Recommendation 

During our audit we identified a number of significant problems involving the approval of this 
agreement and potential conflict-of-interest situations that we believe warrant further 
investigation. Consequently, we recommend that MSEC immediately discontinue making 
payments under the Settlement . Agreement. Further, DE§|||d OSD, in. conjunction with 
other oversight agencies such as the OAG, should conduct re% of the expenses that have 
been paid by MSEC under this Settlement Agreement! and take whatever actions they deem 
appropriate to resolve this matter. This resolution should include a determination of the amount 
of funds that should be recovered by MSEC ftom'MKC andjjreturned to MSKC's member 



sure that it 



communities and state .contracting agencies. In the l|gjjpEC should make 
maintains documentation to substau!kt^p-&sonable I !ess of. fill of its transactions. 

3. $3,028,002 IN UNDOCUMENTED AND QUESTIONABLE ADMINKTRATIVE P^RAM 
AND CREDIT CARD EXPENSES : ] NCURRED BY MSEC AND $1,292,180 IN EXPENSES 
IMPROPERLY PROCESSED THROUGH MSEC FOR MEMBER DISTRICTS 

We found a number of problems involving %W$$2 in credit card and other administrative 
and program. expenses jnei^^ ourjaudit period. Specifically, MSEC did not 

provide.us;4h any ddogentationlelative tol^OOS of the expenses that it incurred during 
this period; therefore, the' aplropriateticss. atjd reasonableness of these expenses could not be 
determined. ' E6T ; othct expenses'; for whi'cn/ihere was documentation, the records that were 
made available touijjwere either 4ek inadequate to document that expenses were for business- 
related purposes or sl|ed mat^rf expenditures were clearly questionable since they included 
unaUowable ncM^program^to^cl' purchases, including at least $1,255 for alcohol, which is 
prohibited by state law; at least $18,284 for meals and other entertainment such as farewell 
parties for staff; $142 for 30 pounds of swordfish for a cookout for Special Education Directors; 
and at least 37 purchases totaling $5,735 for golf-related charges. There were also thousands of 
dollars spent on "retreats" for MSEC and MEC managers. One example of these questionable 
expenditures is an August 2009 charge of $1,484 at the Nashua Country Club. This total 
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included $151 for food, $359 for alcoholic beverages, and $974 for golf fees for four people, all 
of which was treated as administrative conference and meeting expenses. In another example, 
one MSEC Co-Executive Director charged a total of $4,576 in vehicle expenses (primarily 
gasoline for what appears to be a personal vehicle) to MSEC despite the fact that he received a 
$500 monthly .travel allowance that should have covered these expenses. In addition, we 
identified approximately $14,766 in expenditures incurred by MSEC managers that, for 
unexplained reasons, appeared to have been charged to MEC and thousands of dollars in MEC- 
related expenses that were inappropriately paid for by MSEC However, the documentation 
being maintained by MSEC relative to these expenses was oftemtp inadequate to identify aU the 
expenses and amounts that were incurred by MEC staff butpaidfor by MSEC. Finally, contrary 
to state finance, law, MSEC functioned as a fiscnl ; . conduit ^processed ■ $1,292,180 in 
expenditures for three school districts to pay for expenses incurred by individual districts rather 
than by MSEC. 

According to MSEC's financial records, in addition ro! the expenses it mcurred relative to the 
A SLA and Settlement Agreements discussed ui; Audit ResuKsj|o. 1 and No. 2, during the period 
July 1, 2007 through June 30, 2010, MSEC also 1 incurred S 6,808% in other non-salary related 
expenses. During our awdij^wej-eviewed kll.of me|||™entati^jMSEC was maintaining 
relative to these expenses and'tdentified P roblate ; wki!;S4,32(),lfe-of these expenses, as detailed 
in the table below and discussed in the following se;etions: 
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MSEC Questionable Expenses 
July 1, 2007 through June 30, 2010 





Fiscal Year 


Fiscal Year 


Fiscal Year 


Total 




2008 


2009 


2010 




Missing Documentation 




S780 345 


$990,401 


$2,514,008 


Redacted/Questionable Legal Invoices 




0,000 


•IOC fiEQ 

loo, ooy 


I o 1 ,U 1 £ 


Questionable Credit Card Expenditures 


53,182 


AC A AC 

45,44b 




1 CO, JUU 


Other Questionable/inadequately 


23,120 


,53,802 .j 

■';■;(■ 


107,728 


184,650 


nnnimpnfpd MSEC ExDenditures 






MSEC Expenditures Charged to MEC 


6,878 


; 6,875 


l% h 1,013 


14,766 


Fiscal Conduit Expenditures: 










Chelmsford 


342,568 .;; 


: : \". 390,952 


390,622 


1,124,142 


Westford 


106,179 


M\) u 38,859 




145,038 


Billerica 


6,000 


; ' : i;':;6,ooo : : 


p 11,000 % 


$U, 23,000 


Subtotal Fiscal Conduit Expenditures 


/ : 454.747 


435181 1 : ' : 


401,622 


1.292,180 


Total 


Sl':281. : 189' :' 


S1.327.632l : > 


$1,711,361 


$4,320,182 



Missing Documentation , 

During our audit, we requested thabMSEC official provide us with aU documentation relative 
to the 56,808,41 0; in not i sa]ai:y : relati;d : costs; that we^l;documented in the agency's accounts for 
the period jiilfl, 20&!> through )uhfc.30, 20i6 ; qfeOM&n those, detailed in Audit Results No. 1 
and No/ 2:\ Based on out Review pi: : these records, we determined that there was no 
documentation^ substantiate |%14,O0fc these expenses. The amount of documentation 
that was missingvdiried by vendo'riO/or some/documentation for all the transactions that were 
recorded in MSEC's ' Accounting ij= &rds was missing, whereas for others, documentation was 
present for some but notkll transactions. The types of transactions associated with this missing 
documentation varied widely/such as utility, cleaning, education supply, gas card, telephone and 
other utilities, and credit card charges. The absence of documentation for these expenses 
impaired our ability conduct our audit testing in this area. 
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Inadequately Documented and Questionable Expenditures 

Based on the documentation that was made available to us relative to $1,806,174 in other non- 
salary expenses, we identified a number of problems, as described in sections a through e that 
follow: 

a. Redacted and Questionable Legal Invoices 

During our audit period, MSEC employed an individual to function as its full-time legal 
counsel. Consequently, during fiscal year 2008, outside legal costs totaled only $329, and 
there were only $4,841 in outside legal costs for the first, H: Months of fiscal year 2009. 
■However, for fiscal year 2010 and the last month of fiscal iycar 2009, MSEC's accounting 
records recorded $191,329 in expenses for outside legal services provided by four different 
law firms. Given the significant increase in (hesp legal expenses, we^ttempted to review the 
documentation MSEC was maintaining relative; to these expenses. However, MSEC would 
provide us only with redacted invoices for SIBO^S of these expenses, arid^cumentation 
for $10,267 of the remainder of these expenses was tipt Sufficient to provide assurance that 
these legal expenses were reasonable, 5 necessary, and proper or that disclosures that MSEC 
included in its financial statements during our atidit period relative to any legal proceedings 
were accurate. .As a; residua total of S191,012 f in! legal.expense was determined to be 
questionable. ''H^ 

b. Questionable Credit Card Expenditures Charged to MSEC 

' For an ; e^cnaltur^ such as [MSEC- to be reasonable and allowable, it must 

be b6tli; treasonable and 1 incurred- for a public 'purpose within the scope of expenditures 
aumorizekljfer the entity by^ and its governing board and funding and oversight agencies. 
Oversight agents, induding'ijl OAG and the Department of Revenue's Division of Local 
Services (DLS) hav| issued gjMfuice on the permissible parameters for such expenditures. 
A DLS pubHcation (cl^kfjjlpown, Volume 19, No. 2) issued in February 2006 provides a 
detailed discussion of these matters and a summary of applicable statutes and case law, such 
as Massachusetts Supreme Judicial Court rulings. The DLS guidance states that public funds 

■ can only be used for proper public purposes and can provide no more than incidental, minor 
benefits to individuals in limited situations where the expenditure advances both public and 
private interests. This standard requires public entities to employ conservative practices with 
respect to allowable expenses, such as the use of private rather than public funds for 
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retirement parties, allowance of only minor gratuities (e.g., under $50 in value) to individuals 
such as retirees, and the provision of only minimal refreshments at meetings to keep 
participants alert and to avoid loss of time and disruption if participants leave the premises 
(e.g., for election workers, at polling stations). For example, funding of modest lunches 
should be permitted only in conjunction with all-day meetings. The guidance also references 
the prohibition on the purchase of alcoholic beverages established by Chapter 44, Section 
58, of the General Laws. 

Although MSEC had not established its own credit card accoMts, through the end of fiscal 
year 2010, MEC established such accounts for use by b8ffij|MSEC and MEC employees. 
Based on our review of MSEC's accounting rcconls^wc ideiiljfied that at least 17 credit 
cards were used for transactions expensed to. ; MSEC. Twelverw(u:e assigned to MSEC 
programs or managers, including one card to each of MSEC's Co ..Executive Directors and 
the joint MSEC/MEC Chief Financial Officer. -. Based on, entries in MSEC's financial 
records, it appears that five additional cards were assigned; to 1 MEC managers but were also 
used for transactions charged to MSEC 

In its guidance, DLS stresses the importance of appropriate policy and procedural controls 
at each government entiiy/^-ipwever, we found that MSEC ; had' iu,t established adequate 
internal controls, including forM; written pohcjes and procedures, relative to the use of 
collaborative credit cafdslj!, Mortter y! the control environment was such that, as detailed 
bdow, : tHeiyery; managers ll§|»ie ^icl^elopijjg and implementing such controls had 
incurred or approved irh ! kny of tl^j questional transactions we identified. In addition, in 
some "Stances Superintendents and! rather officials of school districts responsible for 
oversight arid: governance ''[Qf, MSEC ;! had been beneficiaries of these questionable 
expenditures. 'luilh HnH 

During our audit, we reqiie|ed' all of the documentation that MSEC was maintaining relative 
to the $399,167 expenses it incurred on all its credit cards during our audit period. Based on 
our review of the documentation we obtained from MSEC, we noted a number of problems 
relative to $123,566 of these expenses. First, for $19,801 in charges on six credit cards used 
by MEC managers and the MSEC/MEC Chief Financial Officer, all supporting 
documentation was missing. Clearly, MSEC should not be paying for any expenses incurred 
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by MEC staff without clear, written justification and full documentation of the transactions. 
Further, we found that documentation was inadequate for $103,765 in charges made on 
credit cards that were primarily used by MSEC's Co-Executive Directors. Moreover, based 
on the documentation we were able to obtain relative to these expenses, many appeared to 
be questionable in that they did not appear to be related to the business purposes of MSEC 
For example, we identified at least $18,284 in expenses for lunches or dinners on restaurant 
receipts, often labeled "Bar." Many of these meals did not appear to be required for public 
purposes and had notations on them indicating that the meals were for such things as 
farewell parties for staff Also, we found that one of the two crcViit cards had been used 37 
times for golf-related charges totaling $5,735 that were^s^fetimes labeled "staff meeting." 
Other charges included hotel rooms and facility charges' for MSEC member school district 
Special Education Directors attending annual Midday MSEC "fet^ats" in a Portsmouth, 
New Hampshire hotel during which alcohol was| purchased; short duration' special education 
restaurant meetings; the purchase of mimerous ; gifocai^ valet 
parking charges; expenses assodated. 1 wtih n ui.lt i-day : weelkhd stays at the Boston Harbor 
Hotel for MEC Board of Directoi4 ; inoetings. to which : MSEC managers and spouses had 
been invited; and costs related to travel to Florida: for MEC m&tiiigs held in that state. In 
one instance, we fourid^n: expense totaling 52,508; for; a : July' 22; 2008 Lowell Spinners 
baseball game for use ; of the "Gator Pit?' lOO-person group 5 food area rental that had been 
improperly expensed tH!^,MRCf^ded vocational program, and a $281 separate charge for 
the same; game; ion a d i f fcreift ' crbcii i ca txi u sed by one of MSEC's Co-Executive Directors. 
We als^noted th^'M^fBo^ExioM^- Dkector^oredit card was used extensively to purchase 
gasoline^ apparently for nis'p^tsonai ^chicle. According to MSEC's accounting records, for 

the three-yeay: audit period, Ijjtotal of $1,576 in vehicle expenses (primarily gasoline) were 

n iitSh> ■ jiftU 

incurred on the : cfedit card assigned to him. Since he also received a monthly $500 travel 
allowance for wHchijijayel expanse documentation was not required, the additional gasoline 
expenses appear to constitute duplicate reimbursements. We also found instances where 
certain accounting records realtive to $3,474 in credit card transactions for food 
establishment and internet purchases appeared to have been altered in that the credit card 
purchase information provided by one MSEC Co-Executive Director to the accounting 
department, was different than information on the credit card statement. 
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Some specific examples of other questionable credit card expenses we identified follow: 

• A September 2009 expense of $156 at a Market Basket in Hudson, New Hampshire 
for various alcohol (beer and wine) items, which was labeled on the receipt as being 
for a fall special education meeting. 

. A December 2, 2009 expense for $218 at the Moonstones Lounge with no 
explanation as to who was present or the business nature of this expense. 

• A February 16, 2010 expense for $685 at Staples for the purchase of gift cards. 
There is no record of who received these gift cards. 

. A January 16, 2009 expense for $209 at Eat Belly's C.#and Bar in Portsmouth, New 
Hampshire with no explanation as to who was. present: or the business nature of this 
expense. - ; • 

. A January 15, 2009 expense for %20M the Muddy Rivers Smoke House in 
Portsmouth, New Hampshire -with n|; [explanation as to who, was present or the 
business nature of this expense. ^Hj;-, . H^b, 

. Two expenses totaling $281 at the Waverly : ; Oaks Golf Club "uf Plymouth, 
Massachusetts on November (i, 2009 with no itemization to what was purchased. . 

• A January 16, 2009 expense fot;$l,178^ : the Portsmouth Gas Light Company (a 
restaurant in Portsmouth, New TIampshlfe)-,wim no explanation as to who was 
present or the,birsines0ature of thls.expense,:--- ; 

• A July 14 ; 2b09 expense: for $246\ at" the Daniel Webster Inn in Sandwich, 
Massachusetts^ no explanation as fo.who was present or the business nature of 
thii expense , 



iiihillp 
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The following table summarizes all of the problems we identified during our review of 
MSEC credit card expenditures: 

MSEC Questionable Credit Card Expenditures 
July 1, 2007 through June 30, 2010 





Credit Cards 


Credit Cards 






Used by MSEC 


Used by MEC 






Managers 


Managers 


Total 


Alcoholic Beverages 


$ 1,255 


$ - 


$ 1,255 


Meals and Retreats for School District Managers and other 


7,348iji;i 


6,455 


13,803 


Entertainment * 








Other Non-Public Purpose * 


. 58.542 


m . , 4,335 


62,877 


Subtotal - Unreasonable Expenditures 


S, 67,145 


i. 510,790 


$ 77,935 


Inadequate Documentation** , ;; 


M\i V ' 36,620 


9.011 


45,631 


Total Questioned Credit Card Expenditures on MSEC's : : ; 


$103,765 


SI 9.801 . 


$123,566 



General Ledger 

Includes a wide range of charges such as j; employee meals, go|f and pother entertainment, clothing purchases, 
personal vehicle gas purchases and parking, gift cards, etc. ''iHjjjr ' 

"Includes transactions where documentation was riiissing or too inadequate ,to determine whether the expenditure 
was for a public purpose. . • :■; 



c. Other Questionable or Inadequately Documented Non-Credit-Card Expenditures 
Charged to MSEC 

We identified ^pproxbmtely,S1:B4,650;in : additional questionable ($83,081) or inadequately 
documented (SlMi 569). MSEC^hon credit-carcl .expenditures. Examples of such questionable 
expenditures include the following:; 

• An August 2009 experlfe of $1,4$ at the Nashua Country Club. This total included 
$151 fori food, $359 fcHlklcoholic beverages, and $974 for golf fees for four people 
all of wbiknhwas labeled by MSEC as administrative conference and meeting 
expenses. puficMse order for this expenditure was authorized by the 

MSEC/MEC Chleij {Financial Officer, and the invoice had been addressed to the 
home of a MEC ' senior manager responsible for MEC professional development 
programming. The invoice had also been heavily redacted, with the invoice total and 
over half the line entries blacked out. MSEC's accounting records also include May 
2008 and April 2009 entries for payments to the same country club for $3,973 and 
$3,026, respectively, that were labeled as MSEC annual board meeting expenses but 
for which there was no other documentation. 
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A $340 reimbursement to one of MSEC's Co-Executive Directors f 
personal $200 donation he made to a Bfflenca School District fund 
purchase of $140 in unidentified sports equipment with no indicatic 
this equipment was used at MSEC. 

An October 30, 2009 expense for $142 to Channel Fish Processing for 30 pounds of 
swordfish purchased for a Special Education Director's cookout. 

Multiple December 2008 expenses totaling $8,475 of which $4,205 were non-credit 
card expenditures relative to MSEC's Co-Executive Directors and three other MSEC 
managers attending an Association of Educational Service Agencies (AESA) 
conference in Arizona. 2 All five participants were Hstedm conference materials as 
being associated with MEC rather than MSEC. The conference was a 2/z day event, 
but MSEC participants flew in a day early and left: a! day late. The early arrival day 
was spent playing golf which cost $910 for four people, > ; 

A Tune 26, 2008 expense for $313 expense to reimburse, one of MSEC's Co- 
Executive Directors for expenses h ? incurred at the MEC bo^d meeting including 
for alcohol. -■ ■:■<;■■. ' : 



A December 16, 2009 $220 reimbursement to^onc of MSEC's 1 1 (Co-Executive 
Directors for his home interna expenses. '^HpP 



We also identified a quinber of expenses ^ated to MEC activities that were inappropriately 
paid for by MSEQU fowevet, flic docruneh^tib^beu.g maintained by MSEC relative to. 
these expenses wasfcft too mljquate to i<&»|fy all the expenses and amounts that were 
incurred by.MEC, staff btttpay&^-MSKC^'Exainples of the number of questionable 
expense^ we were ableto ideniifytin this area 1 appear below: 



T^^^^^ccst-c^, response and H^ovative programs and semces that Educational 
Service Agencies provide schools and other clients. " 
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Examples of MEC Expenses Paid for by MSEC 



Check 
Date 

09/30/09 



10/31/07 



9/17/2009 
through 
5/20/2010 

09/30/08 



8/15/2008 

and 
11/14/2008 

03/31/09 ' 



Amount 

$7,500 



$3,562 



$2,736 
$101 

$152 



Payee 
Monster, Inc. 



IKON Office Solutions 



New Meadows Auto 
Mass. RMV 



Issue 



MSEC was charged for the entire annual empioyment 
service fee for "Merrimack. Education Center" despite 
MEC's extensive use of the service for its own 
transportation program. 

MSEC was charged for the entire maintenance 
agreement fee for office equipment at MEC's 101 Mill 
Road, Chelmsford site, plus $355 for toner for 
equipment at 40 Li.nnell Circle, Billerica, which is a site 

shared by MSEC Wfcf MEC. 

. i n ■ | * i v ' 

Five checK|;{6r\fepairs to vans owned by MEC. 



.Vehicle registration 'renewal fee for a van owned by 
! MEC.' ' q ihi;u 



Chelmsford Water District ' : : Two checks for water bills for MEC/smain office. 

Town ofTopstield. WatefilipTopsfield facility shared by MSEC and 

'^ir^n!;;;.. MEC charged eniireiy to MSEC. 



d. MSEC Expenditures.Chafged to MEC 

Generally accepteH|wntmg principles rec^pat expenditures be charged to the correct 
entities and, to. ihe ' n^Uoiiar ; reponing ce|ers benefiting from the expenditure. 
Expeniilllllbe mX^^^^fi^ individuals, and employees should 
not ! fflj#owed to expenses on behalf of other parties without documented 

aurhcmz&n. However, we idem, fieri k/ 15 in expenditures on credit cards assigned to the 
two MSECllfExecutive Doctors in which certain transactions appearing on the credit 
card statements l|been expired to MEC rather than to MSEC. Of this amount, $2,068 
was related to pro%o# conferences for Massachusetts school district ■ education 
administrators that were let on Cape Cod m July and November 2008 and July 2009. The 
expenditures covered meals and alcohol. Although the receipts were generally not itemized, 
one November 20, 2008 itemized receipt for $755 at the Ocean House Restaurant in 
Denmsport coyered dinner and alcoholic beverages for 12 unidentified individuals. Also 
included was an April 7, 2009 expense at the 99 Restaurant in Billerica in the amount of $186 
for a meal event associated with the MEC Executive Director's birthday. 
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An additional $10,962 in non-credit-card transactions incurred by MSEC managers had also 
been expensed to MEC rather than to MSEC. Over half ($5,548) of these non-credit-card 
expenditures charged to MEC were reimbursements to MSEC's two Co-Executive 
Directors, its Chief Financial Officer (CFO), MSEC's in-house legal counsel, and three other 
MSEC administrative employees. These reimbursements covered the purchase of gift cards, 
personal cell phone and internet charges, clothing, legal work performed for MEC, and the 
travel of three individuals to Florida in March 2008 and 2009. Since these expenses were 
incurred by MSEC employees, we question why MEC would provide reimbursement for 
these costs. ' .^iHm' 

e. Improper Expenditures Involving $1,269,180 in School District Funds 

All bills for any municipal department, includmg school districts! ^t be paid through the 
town or city treasurer as required by the Municipal Finance Law Fusions set forth in 
Chapter 41, Section 35, of the General Laws, the stature states, in P art: '"Hjjj^ 

Every town treasurer shall give'S^nn^ for the faithful performance of his duties . 

He shall receive and take ch^fg^ mil money belonging to the town and pay over 
'and account for the same according to the order of the town or of its authorized officers. 
No other person shall pay any bill of'any dep^nt } provided^owever th,s proven 
shall not prohibit thd treasurer from paying sucii biil by the use: of bank treasurers or 
cashier's check. . He' shall have the authority given to an auditor by section fifty-one, and 
shall annually feWr a true account of a/I his receipts and disbursements and a report of 
his official acts. Wh '41m, 

Contrary u> dm require!^ 5 thire fee at least Inree instances in which MSEC acted as a 
fiscal conduit by paying bills on behalf of member school districts. Specifically, we found 
that' ; Si;269,180 in MSE(| h explH|fs, s involved 'arrangements with the Chelmsford and 
Westford'school districts wlteby the^c- districts incurred expenses for providing services 
to students l||eir homes "df ting after-school hours. Instead of paying the expenses 
drtectly, the dtstric|v processe^locumentation and payment through MSEC even though 
MSEC did not provillbplnate, or supervise the services. MSEC then invoiced each 
district for reimbursement 1 of the payments. Such arrangements, referred to as "fiscal 
conduits," pose high risks for misuse such as concealing transactions or circumventing 
applicable requirements and testations. We contacted the Chelmsford School District's 
Director of Student Services, who herself characterized the activity as a fiscal conduit. She 
said that service providers, who are selected by student families but paid with public funds, 
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work with the students both during the day at school and then after school at the students' 
homes, with the. at-home services. She confirmed that the Chelmsford public schools, rather 
than MSEC, provide all supervision of the service providers. When asked why the school 
system did not' directly pay the providers for the after-school time, the Director of Student 
Services stated that to do so would "cause complications with their [the service providers'] 
benefit packages." She added that her predecessor had established the arrangements and that 
she had simply continued them. 

We also determined that MSEC transferred $23,000 due to the Town of .Billenca for the ■ 
rental of classroom space in two Billenca school buildings; m a "custodial" account for 
expenditure at the direction of the Billenca Supenniendcnt of Schools. Our testing of the 
use of these funds identified expenditures matjere not appro^d,or processed though 
BrUerica's Treasurer, includmg $650 for the purchase of a used MECowned van on behalf 
of the Billenca Public schools; $558 for the reimbursement costs meun:ed.by a Billenca 
elementary school principal at a Massachusetts Wementaj School Principal Association 
conference on Cape Cod in May it^feOO for unspecifiM consulting services; $7,598 for 
conference expenses for the IWletica ! S^rtntendent; ;; ( >ther Billenca educational 
administrators, and the ;Billerica School Cc ? m,nktcie cliairperson; and $17,264 that appears to 
have been transfen-ecV(>ut of th^fund for unidentified purpfe. 

In addition to their not complyuuv^vitii the statutory requirements of Chapter 41, Section 35, 
of the GehelralT^aU) hSj$j|^ the dt >' or town Treasu£er ' we 

a!so ; noted other piS^ wl'these transalls. First, the use of these funds did not 
correspotid to what was seated in "fi^EC's financial statements. Specifically, these funds 
were not used ?'m the CoUabbltive's various programs and services" but were instead used 
for non-MSEC school district purposes and for unidentified purposes. Second, in terms of 
the payments MSEC maddfri behalf of Chelmsford and Westford school districts, it 
charged these districts poising fees totaling $59,056 during our audit penod. Since each 
of these school distnets had staff who could have processed these transactions, these 
$59,056 in fees represent unnecessary costs to these districts that could have been used to 
provide additional educational services. Finally, these transactions diminish the 
" accountability and transparency for school district and town finances for the distnets 
involved. 
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Recommendation 

MSEC needs to take the measures necessary to ensure that it maintains all records associated 
with its expenses such that it can be determined that these expense are. reasonable and allowable. 
Further, MSEC should establish and implement effective internal controls over the use of credit 
cards by staff members. At a minimum, these controls should require staff members who use 
MSEC credit cards for business expenses to obtain prior authorization for these expenditures 
- and to maintain and submit to MSEC adequate documentation relative to die business purposes 
of each expense. The documentation relative to each expense should be reviewed by 
independent members of MSEC's administrative staff for approval prior to MSEC paying these 
expenses. MSEC should also immediately discontinue aciimg as a fiscal conduit for school 
districts. All existing and future transactions with school ciismcis sliould be executed in writing 
. and filed with responsible municipal officers arid alj^ansactions should |be processed through 
' town treasurers, as required by law. Finally, j^n rhe highly questionabl|nature of these 
transactions, DESE and OSD, in conjunction with other.oversight agencies such|s. the OAG, 
should conduct a review of these expenses ;and take whaBpctions they deem appropriate to 
■ resolve this matter. This resolution shou^^l^^ja deteoi)^?^ as to what amount of funds 
should be recovered from various MEC ancF MSEC officials and ; returned to MSEC's member 
communities and state , | {^U-miUil^ _ ^.^xxci^i !{ | ^ ^ | tM|| | £ ^i^*^,; » j|VfS3^^: should ensure that it 
maintains documentatHfo sub stance- the reasonableness of all of its transactions. 

4 UNDOCUMENTED SALARY EXPENSES TOTALING $6,055,816 AND QUESTIONABLE PUBLIC 
SERVICE TIME CREDITED TO MANY MSEC ADMINISTRATORS 

Contrail state regulation^ the fchs and conditions of its state contracts, MSEC does not 
maintain reed his. that detail th%endanl|tid time spent on each activity for various salaried 
employees who Sing our audit plod were paid a total of $6,055,816. Maintaining this type of 
information is essenijjjfor sev|| reasons. First, because MSEC and MEC have shared 
employees, it is important to accurately account for these individuals' attendance and activities to 
ensure that the appropriate Agency is charged for their salary expenses. Without such 
documentation, there is inadequate assurance that all of the $6,055,816 in compensation 
expensed by MSEC for these staff members was proper. Second, MSEC is required by DESE 
program approval requirements and state contract provisions to maintain specific staff levels and 
ratios. Without attendance/activity records, MSEC has no way of substantiating that it met 
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these staffing requirements. In fact, based on the financial reports that MSEC submitted to the 
Commonwealth, we found that MSEC did not mamtam the staffing levels required by state 
contracts in at least two of its state-funded programs. Further, without attendance and activity 
records, MSEC cannot ensure that it accurately reported the time these staff members worked in 
government service to the appropriate public employee retirement boards. In fact, we found 
that at least 10 MSEC employees may have inappropriately received credit for time worked in 
government service in a public employee retirement system to which they may not have been 
entitled. 

Commonwealth Terms and Conditions for Human and Sociagfices have been jointly issued 
by the Executive Office for Administration and Fmance^ftthe Office of the Comptroller 
(CTR) and the Operational Services Division/Divisio^f Purchased Sconces (OSD), to which 
all organizations receiving human service fondin^' as MSEC mus^ly. According to 
these contact conditions, providers who receive&te human service contracts, such as MSEC 
are required to maintain accurate and complete fraanc:| ; recopiWruding paytb|records, in 
order to receive reimbursement of thesh'cosfe, , ' i] W t ) u 

Further, 808 CMR 1-04(1) promulgated by OSD smtes:!;:, 

■rho rnntmrtnr and its Subcontractors shall}, keep on file all data necessary to satisfy 

inco r§£ ? '"1 rW&\ Rnn0%d records shall be maintained in accordance with 

Guide frr ZMu Voluntary health and Welfare Organizations, unless otherwise provided in 
theUFR... s ; ', 

OSD has supplementedi.that^bgulamry requirement with extensive detailed guidance 
interpreting the regulation Sits associated AICPA requirements, including sample time and 
activity reporting documents. That guidance appears in OSD's UFR Audit and Preparation. 
Manual instructions for functional activity reporting center schedules required to be submitted 
to OSD on an annual basis. Those instructions require that where employee activity crosses 
functional activity reporting centers, the employee's time and associated expense must be 



43 



AUDIT RESULTS 

2010-4539-3C — ■ - : 

tracked and documented for each functional activity center on a daily basis. 3 Where required 
documentation is not maintained, employee personnel expense becomes questionable and non- 
reimbursable for state contracting purposes. According to OSD regulations 808 CMR 1.05 (26), 
the following expenses are non-reimbursable program costs: 

unHnrnmentrri Expenses. Costs which are not adequately documented in the light of the 
^Slnsli^oT~Certif l ed Public Accountants statements on aud.tmg standards for 
evidential matters. 

During our audit, we found that MSEC's personnel policies and^edures only require certain 
hourly employees to document their time and activity usmg g||ets. Therefore, these policies 
and procedures do not meet the requirements of OSD regvdaUoris^nd guidance and the terms 
and conditions of MSEC's state contracts. For saWicid employees, timesheets are only prepared 
in special limited circumstances to document addl|ll time staff may wo&ithat is not required 
by their position, such as teachers working dunn^hesumnu.r, .during sehookhreaks, or after 
regular school hours. The completion, g^imesheets aMi|ti|preports is essentiakfor a variety 
of managerial and accountability pu,poI| including budget^ pricing, and cost reporting. In 
MSEC's case, because MEC and MSEd|^el|M^rnployl|k is especially important to 
accurately account for these individuals' attendance and activities io'ensure that the appropriate 
agency is charged salar|!|penses. rth&; , : MSEC ' i s reqii i rec ! by DESE program 

approval requirements ^d^state co||act provill|s to maintain specific staffing levels and 
ratios. With^tyaflen^ no o£ substantiating that it met 

these staflSgiq^ and il,tcadanCC a " d 

MSEC Shot ensure ttMkff^^ ^ported "the time these staff members worked in 

govemment's%e to the approve puffl|?mployee retirement boards. 

M i!n!| s liiih 

Due to the internaUonirol deficien|es noted above, during our audit we reviewed the time and 
attendance documentaI|i;M§|| was maintaining relative to salary expenses totaling 
approximately $22 million thatif incurred during fiscal years 2008 through 2010. Based on our 
review, we found that MSEC did not maintain timesheets or alternative detailed time and activity 
reporting systems for its salaried employees, for employees working across multiple activity 



3 instructions also provide for the use of alternative periodic time and activity studies, which must be performed and 
^cumeS m a manner meeting specific criteria established by OSD. However those alternative time study 
provisions are not relevant to this audit since MSEC did not conduct such studies. 
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centers or employees working for both MSEC and MEC. For many employees, such as teachers 
and aides working full-time within a single school or activity reporting center, this was not a 
significant issue, and we did not question those salary expenses. However, this lack of time and 
activity information was a significant problem for MSEC's administrative staff and for staff 
working in state-funded programs with specified staffing levels. For example, MSEC's student 
educational services program referred to by MSEC as the Center for Occupational Awareness 
and Placement (COAP), includes components with additional supportive services (referred to as 
"SCOAP"), and School-to-Work (STW) services. All three are subject to approval by DESE 
and have been approved as a single educational program with.; sped fie requirements, including 

provisions regarding staffing arrangements such as educator^nj|| Ancillary staff to student ratios. 

didd did, 

MSEC also operates adult vocational services, primarp purchased byljjRDS and MRC. Adult 

service activity is required to be carried out under - sped lie provisions of smtfe; purchasing agency 

contracts. These contracts provide for four separate service program models,' each with distinct 

staffing, client eligibility, approved service, activity, performanc^jahcl reimbursement-provisions. 

In order to comply with DESE's prograjnpp^oyal requkements and maintain the staffing levels 

established by the state contracts that fuii'^ jlicse 1 pfograms, each; program has to be operated 

and accounted as a discrete program in terms: G f revenues,, expenses 1 ; and staffing in MSEC's 

accounting records, jflwever," w&! found that.MSlic was dipt, maintaining the time and 

attendance information r%tive to these state programs in this manner. In fact, we determined 

through record^ renews, ertiplpyee:inierviews, .and observations of program activities that these 

programs^ ; wp" m ' ' reality; s operated; . on a co : frijmrigleu basis, with employees, other than 

educational' teachers, working with both students in the DESE-approved program and adult 

d»d, dd;, diH;.. . 

clients of tbe'DDS and MRC/DTJA state^fuMed programs. Further, these services were being 

dlijh- '\)\<\ d ;s ' 

provided without actual staffing and other expenses associated with these programs being 

tracked. Instead, me sH|ry expenjjp associated with the staff in these programs were arbitrarily 

charged to a program, wimiiti^Mlrs such as time and attendance records or staff activity reports 

to support the charges. As a result of these problems, there was inadequate documentation to 

substantiate the reasonableness of over $6 million in salary expenses incurred by MSEC during 

our audit period, as indicated in the following table: 
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Questionable MSEC Salary Expenses 
July 1, 2007 through June 30, 2010 



Activity Center 


Fiscal Year 
2008 


Fiscal Year 
2009 


Fiscal Year 
2010 


Total 


MSEC Administration 


$518,485 


$567,923 


$579,984 


$1,666,392 


COAP/SCOAP/STW 


871,317 


1,031,833 


1,077,081 


2,980,231 


DDS Contracted Program 


208,979 


219,554 


398,161 


826,694 


MRC/DTA Contracted Programs 


207,785 


198,545 


176,169 


582,499 


Total 


$1,806,566 


$2,017,855 s d 


iiih $2,231,395 


S6.055.816 



MSECs failure to properly document and- account tej employee tini^nd activity for all staff 
makes it impossible for MSECs, funding school districts and the Comm^alth to be assured 
that all salary expenses being incurred by MSEC for-these staff members arc, reasonable and that 
employee activity is in compliance, with applicable prBg|mjn|j|atr a ct requirements. In fact, 
as detailed in Audit Result No. 6, basecl;pn our review S o||| financial reports submitted by 
MSEC to OSD, we found several instances in which^MSl'C wi|pt providing the staffing levels 
m its state-funded programsAat it agreed rounder ,hccpni:racts thatfunded these programs. 

In addition, given maf Kc and MSEC share 1 MSECs' »re to maintain appropriate 

attendance and activity reMdsfor matly of its staff timbers raises concerns regarding whether 
it correctly. repo;ri£^ as P ubHc cm P^Y^ foc MSEC > as 

opposcdii^MEC, t()1he: Public' ^loyee Retir%nt Administration Commission (PER AC) 
and the r^ssachusctts Tcafef.Ret^t System (M'i'RS). The pension that a retired public 
employee is eligible, to receive is^ed on s&ral factors, including the number of years of full- 
time creditable selfcthey workla pubHc employee. In effect, the more years an individual 
gets credit for workm||^&%tipl pubHc employee, the larger his or her pension. During our 
review of MSECs personffljffllrds, we identified at least 10 of MSECs staff who may have 
been given more credit for working full time for MSEC as a pubHc employee than they were 
entitled to receive, as detailed below: 
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MEC Transportation Manager 

In addition to owning the vehicles used by MSEC, MEC provides transportation services to 
various customers including local school districts and human service agencies. Even though the 
salary of this individual, who managed MEC's transportation program, 'was expensed to MEC 
up until January 2010, during the entire audit period she was listed on the MSEC payroll, had 
employment contracts with MSEC, and was receiving credit as being a full-time employee of 
MSEC in the public employee retirement system. 

Assistant to MEC's Executive Director ,ilfii|i!< ! ' 

This person appeared as a full-time employee on MSEC^s|l§jl and during the entire audit 
period received credit as a full-time employee in a publi^ employee retiremer!! system. However, 
based on her personnel file, MSEC financial records^md our own observations, this individual 
was working for MEC's Executive Director QeC's mal* offices. '^ fect is further 
substantiated by the fact that this individual never completed any' MSEC timeshe^^and that this 
individual's compensation expense wa^ charged to MEC up%niS January 2010. ^ 

* ( ; J f i 1 s J S ; 5 ■ : - - , 'MUM: 

MSEC Director of Public Affairs and Government Issues 

According to MSEC's personnel : records, this individual! beg;m his employment at MSEC in 
2003. He appears as a fulHime employee on ]^S0payroU'an| received credit as a full-time 
employee of MSEC in theipublic employee retrrcment system until December 2008, when he left 
the agency, o; .pur^ '%8, P e£son received $209 ' 555 m 

compensation as an employee of MSEC However, our review of information on lobbyists 
majntaine% the Secretary IfjState'Mfc indicated that, during these two calendar years, this 
inchvidual washed as a lobbylfor MECiiklso, MEC's Director of Human Resources told us 
that this mdividiil^prked frornj|ome for MSEC, but there were no timesheets or work 
products to substantiatl|hv worg|i:form e d for MSEC during the period covered by our audit. 

MSEC Executive Director -MEC Deputy Executive Director 

According to the contents of her personnel file, until July 200? (fiscal year 2008) this individual 
had simultaneous employment contacts to function as both MSEC's Executive Director and as 
MEC's Deputy Executive Director. Accordingly, this individual would have had to have spent a 
significant portion of her time working for MEC, a non-public agency. However, according to 
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MSEC's payroll records, she received credit for 100% of her time in the public employee 
retirement system. 

MSEC and MEC Chief Financial Officer 

During the audit period, this individual was compensated as a foil-time employee of MSEC but 
also received additional incentive based compensation from MEC and functioned as CFO for 
both organizations as well as the NCSD nonprofit entity. Although he would have had to spend 
a significant portion of his time working for MEC and NCSD, both non-public agencies, 
according to MSEC's payroll records he received credit for jff of his time in the public 
employee retirement system prior to being transferred m January to MEC's payroll as a 

full-time employee of MEC. )H :l 'vh: 

MSEC and MEC General Counsel 

During the audit period, this individual had an employ men,: contract: to fonctiol^ MSEC's full- 
■ time legal counsel. However, according to mforn,atUM> ; co;ntaiu(xl in the workpape:^ :pf MSEC's 
private accounting firms, she was actuallf %km g approximately 20% of her time for MEC. 
However she received credit for 100% oi\^^^ V ^^¥^ cc in &e public employee 
retirement system. ^jHinjiH 5 - ? !y U, ^npjjii^, 

MSEC's Two Co-Executive Directors 

These individual had empl^nt ; cpnk fulfnrne MSEC employees and during the audit 
period receiidSta P ub!lc em P lo Fe retirement system. 

However they told us thSey werc% working!^ MEC at least through fiscal year 2009 and 
continued to^resent MEC atiqettain functions subsequent to this date. 



Two Administrativ^Assistants jpjj 

These two individuals ha^mpghLt contracts as full-time MSEC employees during the audit 
period and received credit as'lll-time employees in the public retirement system. However it 
appeared that both actually were also simultaneously performing services for MEC. Specifically, 
one of me administrative assistants was identified in publicly available MEC documents as being 
the administrative assistant/contact person for MEC's professional development program in 
Bfflenca. The second administrative assistant worked for the individual who was MSEC's 
Executive Director and MEC's Deputy Executive Director until July 2007. It is therefore 
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reasonable to conclude that this administrative assistant was furnishing services to MEC on at 
least a part-time basis. 

Recommendation 

In order to address our concerns relative to this matter, MSEC should immediately establish 
policies and procedures that require all staff to document their attendance and work activities on 
a daily basis. MSEC should use this information to properly budget and plan its activities, 
ensure that contractually agreed upon program staffing levels are met, ensure that -salary 
expenses are charged to the appropriate organizations, and.||re that staff receive their 
appropriate credit for government service. Finally, given rhc cfuc|onable nature of some of the 
public service time that appears to have been inappropriately:; a;edi led to vanous MSEC 
employees, PERAC and MTRS should review ihe vinte credited rowans die state retirement 
system for the. individuals identified in our report and take whatever; measures it deems 
appropriate. '^iliik ii ! iHn : u i!!i; ; . 

5 DEFICIENCIES INVOLVING EDUCATOR PROFESSIONAL STANDARDS AND THE ABSENCE 
OF ORGANIZATIONAL PERFORMANCE^PASURES h ^ 

We identified deficiencies inMSECs system|for ensurhjgjhat employees are properly qualified 
and that DESE requu-emmts applicable to educaux licensure, evaluation, and professional 
development are met ! ||uring ou||udit period^only 30% of MSEC educators were fully 
licensed. The remaining 'elfcato J waivers (often contrary to applicable 

waiver conditions)' or ^erp woi||pthoi^ed %er approval. Also, contrary to DESE 
requirerhe&s^ and senife managers have not established employee 

' performance smndards, havel|qonduct ; | required educator evaluations, and have not ensured 
that new teachers ^rc mentored i| ptoperi/ qualtHed master educators. Finally, MSEC has not 
established organizational perfoM|nce measures needed to promote accountability and 
attainment of desired el^o^iM service outcomes for MSEC's students and clients. 



MlHi' 



Educator Licensure and Qualification Deficiencies 

The General Laws authorize and direct DESE to establish certification requirements for 
teachers and other education professionals in the Commonwealth's elementary and secondary 
education systems. DESE regulations refer to the required certifications as "licenses." In 
addition, federal requirements have been estabHshed bylaws such as the Individuals with 



49 



AUDIT RESULTS 

2010-4539-3C ^ - - 

Disabilities Education Act and federal regulations implementing those, acts (e.g., 34 Code of 
Federal Regulations Parts 300 and 301). Numerous studies and reports have asserted the effect 
of educator qualifications on educational outcomes, and extensive discussion of federal 
expectations for state and local education agencies (LEA). 

State oversight officials must operate within the established federal regulatory parameters, and 
each state's qualification systems, performance measures, and reporting systems are required to 
be implemented on a uniform basis applicable to all LEAs in the state. The federal definition 
for "local education agency" covers Massachusetts education c|| 9 i:atives such as MSEC, as 
follows: 

Local educational agency or LEA means a public boardMducatio^pther public authority 
^1^^^ with in a State for either administrative control .0^ direction < of, o to 
ofZmaTerice function for, public elemental or secondary schools, n a city county 
toS o schZl district, or other political subdivision of a State, or fora^mbinauon of 
S'^Tor ^s as are recognized in a State as an administratively for its 
public elementary schools or secondary schools. 

Contrary to such federal expectations iitid raruirements, Dlfe applies special quaHfication and 
licensure arrangements for education colkbbratiyes that arenas comprehensive as those 
established for the Commonwealth's local/rbgional/and chartcr scii^l districts. For example, 

DESE's licensure sysl^ijl^ aU £ ^°^ *** ** 

both direct teaching edlators and elUtion adrnlfators (e.g., department directors, assistant 
" principals, principals). ' ! _!fer|fesE -quia* only certain professional education 
coUaboratiiPlBthto 9^^^^^ expressly covered by language 
appearinll Chapter ^ Section 4EH||e Generahliaws, which states: 

No person 'shall be eligible Whmploym% by the board of directors as an instructor of 
%^lSm^e special nee% teacher of children with special needs, teacher, guidance 
^ou^lo^VS^ologis%nless the person has been granted a certificate by the 

aoDlo^l^therm^^ Un f r Ch T 

rhlote r^Zh rlspecPEm "type of position for which he seeks employment; provided, 

^SKL «"""> '» ths ° fthe w cmst " ute a 9rea 

hardship. 
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DESE exempts unlisted positions such as educational administrators from licensure, instead 
relying on the Boards of Directors of each education collaborative to establish appropriate 
qualification requirements. The only exception involves education collaborative employees 
functioning as education administrators at DESE-approved alternative school programs, which 
are subject to qualification requirements established by DESE. In these programs, the 
requirements, codified through 603 CMR 20.09 and related documents are significantly less 
comprehensive than those applicable to regular school districts. They simply require that at least 
one staff member be designated as the educational aclministrator for the program and that that 
individual possess either a special education administrator Hcens|p Alternatively, be hcensed as 
a special education teacher with a master's degree ami at. intone year's experience: That 
alternative standard is significantly lower than Hcensur^e^kerrie^ts; for regular schools and, 
unHke their counterparts in regular schools (e.g.^|pant principals];: additional individuals in 
second-tier education administrative roles at alternative school programs need not be hcensed. 

DESE regulations also provide for the, waiver c^f licenslurci requirements for indivi%L educators 
when approved by DESE. That waivl|p6cess is adnririistered primarily through an on-line 
password-accessed system through whK:hThc adminigtrator ()rVihdivu!ual designated by each 
school district or cducaiiorrcollaborative ma^ request; a^ai^er foPan. identified educator and 
certify that all apphcabjii (waiver l|^ements"hWe;{pn' m^l including that the individual is 
making satisfactory progress toward Hcfcosurc as defined by DESE, that efforts are made to find ' 
Hcensed applicants to. fill tin: pqsitipn^itHbut the ne%for a waiver, and that compliance with 
these rcqri^ents B^do audit, we identified a number of 

issues with! MSEC's educator :Kcensu re arid qualifications process, as follows: 

Teacher Licensiirje <and Qualification Deficiencies 

We found that duSbur auditJ||iod, only approximately 30% of the between 54 and 59 
teachers working for MSE&ch^ar were fuUy Hcensed. As summarized in the foHowing table, 
the remaining 70% of MSEC teachers appeared to be less than fully Hcensed for their teaching 
areas and were (a) teaching on waivers (often contrary to appHcable waiver conditions), (b) had 
waiver requests disapproved by DESE but remained as teachers, (c) were teaching without the 
submission of waiver requests, or (d) were technicaHy exempt from Hcensure and waiver 
requirements due to their having been hired as full-time teachers after the start of the school 
year. Although some teachers were hired late in the year to replace a departing teacher or a 
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teacher going on maternity leave, in other cases positions appeared to be simply left vacant at the 
start of the year, with teachers not being hired until as late as November. 



Teacher Licensure and Waiver Status 
July 1, 2007 through June 30, 2010 







Fiscal 


Fiscal 


Total 






Year 2008 


Year 2009 


Year 2010 






Waiver Required 












Approved 


20 


23 f nH 


ill!!!" 28 


71 


42.2% 


Decision Still Pending as of June 1, 









2 


1.2% 


2010 












Not Approved 


2 


3 


1 % 


L 6 


3.6% 


Request Not Submitted 


13' : : 




4 


' V 28 


16.7% 


Waiver Not Required 












Late Hire - Not Licensed 'ijj 






\y o 


11 


6.5% 


Licensed 




15 M ' 




_50 4 


29 8% 


Total 


55 ' 




''" m . 




100.0% 



In many instances, ; it appeared, lhat;even ; where %ers had been requested and approved, 
approval conditions had not been met For example, one characteristic of the DESE waiver 
system til!* waivers are Ifcnely gMted for an initial year of a staff person's employment if a 
school attests! that it was unabfeto find a properly licensed educator to hire. However, DESE 
generally reqir5|at in order tM|eive a waiver for an employee to remain in the position on 
a multi-year basis" emplojf must demonstrate progress in completing licensure 
requirements such as'^kiiiplacher coursework requirements and passing applicable 
components of licensure qualification tests. Waiver conditions require that positions continue to 
be advertised in an effort to obtain alternative candidates not requiring waiver approval and that 
documentation be retained on why the collaborative did not hire any applicants meeting 



4 For at least six of the 50 positions, MSEC documentation was not adequate to confirm that mdmduals were teaching 
/the* Hcenses. DESE reqmres waiver approval when individuals spend more than 20 /o of 
their time teaching outside of their licensed teaching area (e.g., a licensed mathematics teacher also teaching science). 



within the parameters 
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licensure DESE devotes greater resources to revving waiver requests for a 

second or thrrd year of employment and wffl deny waiver approval if waiver condrtrons are not 
met We found however, that MSEC did no. document efforts to hare appropm.ely qualrfled 
individuals. Warvers had sometimes been obtarned for teachers for multi-year periods, after 
which dae teachers remained in their positions without submitting waiver requests for a year or 
more and then waivers were again sought and obtained as though the waivers were first year- 
waiver requests for newly hired teachers. First year warvers were obtained but neither MSEC 
nor the teachers took action (e.g., class enrollment) to make required progress toward licensure 
until dae second or subsequent warver years. Some indivrdigi Wrou, proper licenses or 
teaching warvers were simply promoted into positions such^jfiffleu Coordinator-, which were 
characterized by MSEC as adrmnistratrve positions^ sub]S;|to Ecensure -or warver 
requirements. 

Non-Administrative Educator Position Deficiencies 

DESE has not addressed licensing andj qualification rss%#P^ ^ eS °f .P^ns. For 
example in some instances __i^%% f^m quaHfications established by 
the state's Division of Professional Iicen% but^;meet the^sf JfcL standards established by 
DESE for school nurse Hcgfeln fact, o%dit of ^ ? teerr_#d that all of the eight to 
10 nurses employed dff year ^ ^EC thr^^end of %al year 2010 were working 
without DESE school nurse licenses, jj { m ^ ^ 

Additionally ilIlSfe ; no^18Hshedl%l M pHfication requirements for educators 
' providinlioehavior analiland reled behavior# services to students, even though such 
services havfchg been proviSby Massachusetts school districts and education collaborative, 
DESE msteadll^ly relies olfehool districts and education collaborates to estabhsh 
appropriate quaHfiAk require Jilts for educators providing behavior services to students. 
We noted that for onelM|ftervasive Developmental Disorder Program teachers, who 
Was also a certified -behavioKalyst, a request for a DESE Severe Disabilities preliminary 
teacher licensure waiver had not been approved: After the waiver disapproval, MSEC simply 
reclassified tie educator as a behavioral analyst exempt from licensure requirements, and . the 
educator continued to work with the same student population. We also found no evidence that 
' MSEC had established appropriate supplemental qualification requirements for these positions, 
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such as a" requirement for Behavior Analyst Certification Board (BACB) certification coupled 
with DESE Hcensure or alternative assurance of expertise in the area of autism services. 

Several MSEC education programs provide primarily vocational education services but are not 
classified as DESE-approved Chapter 74 vocational schools. These school programs are instead 
approved under DESE's alternative education regulations. For these MSEC programs, there are 
approximately 22 positions per year (excluding regular special education educators) at the 
program sites serving students with more severe functional disabilities, and a combined total of 
approximately 11 positions per year at alternative schools in Topsfgd and Chelmsford. At least 
five of the 33 positions are clearly the functional equivalent^ vocational teacher positions, 
whereas most of the remaining positions have titles such as vocational instructor or alternative 
education instructor. Eight individuals filled the fivgpcatioual teacheij positions over the three- 
year audit period. Only two of the eight teach&jjfee appropriately licensed (a third teacher 
was licensed for most of fiscal year 2008 but allowed .his license to lapse ,n Ma^2008), One of 
the two licensed teachers, who insnaictcd students in small engine 1 repair, had beeiV appropriately 
licensed by DESE for Automotive TechSlogy ; but was released by MSEC at the end of fiscal 
year 2008 and replaced by an unlicensed W^M^^M* resuit% both fiscal years 2009 and 
2010 only one of the five: vocational teachenipsitiohs; was Oiled by a licensed individual (a 
culinary arts teacher). ; ;Morecwer, .tqlwaivers w%sou g ht or obtained for any of the unlicensed 
teachers. These deficients. are of" particular concern due to student safety issues associated 
with vocational education.''^ educator Hcensme Standards ^ 

designed t<pn^»re 5 t%; :; in addjlion to being 1 experienced and knowledgeable educators, 
vocationi|achers posses^Hxpertise^regarding safely concerns in areas such as machinery 
operation anc% use of hazardous or to||sub stances. We saw no evidence that MSEC had 
implemented alternative quaHficati||arrangements to provide such assurance. 

Educational Administi^t(^^0M6n Deficiencies 

MSEC operates with approximately 14 educational aclministrative positions per year. Until 
February 2009, when one MSEC Co-Executive Director was licensed as a Special Education 
Administrator, none of the 14 administrators met DESE licensing regulations for their positions. 
Some met the regulation's alternative qualification requirements as establish by 603 CMR 20.09 
and related documents, whereas most obtained waivers from DESE. Each year, three to five 
administrative positions were filled by individuals with no DESE licenses of any kind. 
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Employee Evaluation, Performance, and Professional Development Deficiencies 

MSEC has not compHed with DESE requirements for the- use of formal employee performance 
and evaluation systems for aU educators and the use of profession development plans for certain 
educators. DESE regulations and guidance require education collaborates to develop written 
employee performance . standards accompanied by comprehensive evaluation systems. 
Administrators and teachers without professional teacher status are to be evaluated at least 
annually, whereas those with professional status are to be evaluated at least once every two years. 
The importance of these requirements is stressed in DESE guidance, which states, in part: 

The purpose of 603 CMR 35.00 is to . ensure that every school committed has a system 
T to enhance the professionalism and accountability ^^f^'"f^^ 
will enable them to assist all students to perform at h/gh levels.,.. 603 CMR 35.00, 
together with the Principles -of Effective Teaming and Prinaples of Effective 
A Tmin%tratL Leadership adopted by the Board of Education^ out what 
MaZachusetts teachers ana ' administrators arem^tedtoknowandbeable^do. 603 
CM, f 35 00 requires that school committees establish a rigorous and comprehens^e 
evaluation process for teachers and administratorsJX^siste^mh these pnn^ to 
assure effective teaching and administrative leadership^. the, Commonwealths pybhc 

schools. 1 -MNniliHsti ' ! 'mH;SL 

The 1993 Education Reform Act also prfc| ! %the use of "induction" or mentoring activities 
for new educators as a means^pf augmenting profossibnalism and. accountability systems to 
improve the quality of ctouo^ : ; Thesc inductior,;activitie S are. closely related to licensure 
systems, since DESE reflations (603 CMR 7. ()0) ; require completion of the induction process in 
. ' order to obtain profession! jte^^ stal| h The induction process is also closely 

related to^sf elsftjUnd pelKnce' 2^^,^^ smce mduction ilC ™ CS mdudC 
classrodilservation anciifeeet.ng&rh a suppofteam whose composition must include a 
trained mel||and aclininistSictualifedito evaluate teachers. In 2001, DESE published 24 
pages of specilllguidelines fo% operation of induction activities. In addition, certain 
educators, including tli&cat DEsJfpproved alternative education schools, are required to have 
approved professional de%pihe^plans as a condition for maintaining licensure. 



WAY- 
't'ii! 



Contrary to these requirements, MSEC 's Board of Directors and senior managers have not 
established formal employee performance standards or evaluation systems. With the limited 
exception of certain speech-language professionals for whom a supervisor had conducted 

For the purpose of the^Wa^the terra "school committee" is defined to mclude not just school committees for 
!e^r sZr^cts out also the govenung bodres of regxonal and agncultural school dtstncts, educatton 
collaboratives, and charter schools. 
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evaluations on her own motive, evaluations were not performed for either new or professional 
teachers. Instead, the Co-Executive Directors stated that they used an informal "progressive 
discipline system" appHcable only to problem employees. MSEC had also not ensured that 
professional development plans were in place for educators subject to that requirement. The 
only area in which MSEC had taken any systematic action involved DESE requirements for the 
mduction and mentormg of new teachers. MSEC did maintain documentation of semi-annual 
group meetings and lists of teachers being mentored and then- mentors. However, when we 
reviewed this documentation we found that it provided no more than an assertion that mentors 
had been designated for some (but not all) new teachers^jffeut actually documenting 
mentormg activity. Moreover, mdividuals assigned to as; ^enters often did not meet 
qualifications for that role, which requires that they be^ed rnk|er educators with at least 
three full years of experience teaching in the area bej§nientored afterdating received a license. 
In fact, we found that during fiscal years 2008 anl§09, at least eight of 12^ntors had not met 
the teaching experience standard and that five of the^|h| had ||d as mentors^ When they were 
not even licensed. MjiHIiHi^ '^iSii'' 



Ml! 

iim 



Lack of Organizational Performance Measures 

National education refoi^^^s and sy%, estall|d.by dSs| for school districts call 
for the use of educatton pe^"na|e measu%p : as MC^Hand other standardized test 
results (by school), educator qualifications, drop outvies, graduation rates, college enrollment 
figures, or the attainment I:^| ? M%nal or ideational goals. Du*ng our audit, we 
requestedimkumentatio^ measure/outcome measure 

systems! S w!ther formally l|ted bp|jbo ar d or informally used for management purposes. 
The two Co-Executive Dkectoa||espondfe|ljlat they had no documentation to provide for the 
audit period, othlfean limited r||rials regarding organizational goals and objectives that had 
been included in infolfcn pacgls for the MSEC Board of Directors. As of the end of our 
audit, no new system hadl|jffiveloped or implemented. We also noted that, whereas most 
alternative school students at MSEC and other education collaborates are required to take the 
Commonwealth's standardized MCAS tests, DESE compiles results by the school district 
sending the student to MSEC along with results for all other students of that district Results are 
not published for each education collaborative. Since no internal or external performance 
measurement system is in place for MSEC, it was not possible to determine any potential 



56 



AUDIT RESULTS 

2010-4539-3C : . 

educational impact of the previously described deficiencies in MSEC educator and aclrninistrator 
qualifications and in employee evaluation, performance, and professional development systems. 

Recommendation 

In order to address our- concerns relative to these matters, MSEC should take measures to 
ensure that it fully compHes with DESE and other Commonwealth staff licensure requirements 
and should establish a formal system of internal qualification requirements for professional and 
direct service positions (e.g., educational administrators and AppHed Behavior Analysis Program 
staff) that are not subject to mandatory state licensure requirerrgb. Further, in cases where 
MSEC uses staff subject to DESE waiver provisions, all -aver conditions should be adhered to 
and adequately documented. MSEC should also take, th|&S necessary to ensure that it 
fully complres with the requirements of 603 CMR 35 ()() relative ro Revaluations and with 
DESE mentoring guidelines. Finally, DESE||ould take whatever nieasures it deems 
appropriate to address the licensure and other regui% ; compligp violations identified. 



c nonrrrPMrTF*; TN PROCUREMENT AND GOVERNANCE, CONTRACT ADMINISTRATION, 
6 " ^!^£^™g AND PRICING, AND FINANCIAL AND TAX 

REPORTING 

Our -audit identified deficiencies in a number^ areas o^^ First, we found 

numerous instances tajwltich MSEC failed jypapeti^j procurement practices when 
procuring goods and series, contrary. to state law^We also noted several questionable contract 
administration activities, sucfe^p%t meet%the contractually agreed-upon staffing 

requirement In'i of ° f ^ * 

expenses"! its. pubhcly fallipiogram^.g-, an estimated $997,862 in fiscal year 2009 alone) 
that were not pfoperly incurred^ these programs, and requesting and receiving over $53,000 in 
supplemental fondlfe in one statelnded program that it did not need. Additionally, according 
to the terms and conditions of st a| Contracts, any subcontract entered into by a contractor must 
be in writing and author^ediih- advance by the procuring state agency. Contrary to this 
requirement, at least $2,839,982 in contract funding was awarded to MEC during our audit 
period for services that were actually provided by MSEC without documentation of the required 
subcontracting approval. We also identified significant governance issues. For example, on 
March 7, 2007 MSEC amended its Collaborative Agreement to allow the MSEC Board of 
Directors to amend the Collaborative Agreement without first obtaining approval from member 
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school committees. In our opinion, such governance changes reflect a control environment that 
is inconsistent with the climate of integrity and transparency essential for effective and 
accountable government entity operations. We also found instances in which it appears that 
MSEC did not fully comply with the requirements of the state's open meeting law, had not 
established adequate internal controls over all of its activities, and was not establishing prices for 
its services that were consistent with guidelines established by the Massachusetts Department of 
Revenue's Division of Local Services (DLS) and the OAG. 

A detailed description of these of these issues follows: t Mlr- 

Questionable Procurement and Contract Administration Practices 

As previously noted, MSEC is required to conduci all; of it procurements in accordance with 
Chapter 30B of the General Laws. During out/audif, we first assessed die internal controls 
MSEC had established over its administration of doiibacts and, in particular, 'tji& procurement of 
goods and services and determined that MSEC doe^nbt have, any formal written; policies or 
procedures in this area. Based on this S ihitjei^al control deficiency, we then asked MSEC officials 
to provide us with a list of all goods and sdryicels that the agency had procured during our audit 
period and to provide us w^the procurement and contract files. Hp^ever, MSEC officials did 
not provide us with mosHpthe ctoi?taentationj^ MSEC maintained almost 

no records containing piociuranenr and contract ^formation relative to any goods and services 
that MSEC purchased duriugljour iiudit; period. TtKirefore, it was not possible to accurately 
determine; ihk number; 6f procurements conducted: or the 'amounts paid by MSEC for goods and 
services ckiring the audit pentid, ! -iHih, 

In order to obtafljan understandliigjof the' agency's procurement practices, we reviewed MSEC's 
general accounting ! i%er and accounts payable files to determine whether any purchases fell 
' within the requirementy %^liapijii30B. Based on our review, we found a number of instances 
(in addition to the procmerfiel {Issues discussed in Audit Result No. 1) in which it appears that 
MSEC may not have complied with the requirements of Chapter 30B. For example, with few 
exceptions, Chapter 30B mandates the use of a formal, public, sealed-bid process for 
procurements of $25,000 or more. However, our review of MSEC's financial records revealed a 
number of instances in which there was no documentation to substantiate that MSEC had 
complied with the requirements of Chapter 30B, including payments totaling $200,620 to a 
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cleaning service company between fiscal years 2008 through 2010, the purchase of $42,500 from 
a consultant for web development services during fiscal year 2010, and the purchase of gym 
equipment totaling $29,428 during fiscal year 2010.' MSEC officials stated that some of the 
items we questioned were procured through a state-wide procurement conducted by OSD. 
However, documentation required to accompany those transactions was not always present. 
Moreover, in cases where OSD had qualified multiple vendors, leaving the selection of specific 
vendors to individual purchasing entities, there was no documentation that MSEC had 
conducted appropriate vendor selection and price comparisons. Instead, MSEC simply selected 
a vendor (usually MEC) that qualified as a potential vendor, ^ijijpr 5 

In addition to the aforementioned contracting issues, we also ide^tiiiccl a least two significant 
contract administration issues. First, the state's general coatract conditions state, in part: 

Any subcontract entered into by the Contractor, for Me purposes of fulfilliiig the 
obligations under a Contract must be in writing^ authorized in advance^ the 
Department and shall be consistent with and subject to the provisions oflthesc 
Commonwealth Terms and Conditions for Human and Social' Services and a Contract 
When the Department furnishes federal funds to the Contractor which are being passed 
down to a subcontractor, the subcontract must contain a provision that the subcontractor 
will comply with applicable federal single audi^cost principles L and administrative 
requirement standards. Subcontracts will-not relieve ;dr .discharge t/ie Contractor from 
7nTduTot igation / /4«*X or liabiiitfarising under a Contra^ The Department 
is entitled to copies.: of all subcontracts and shall not be bound by any provisions 
contained in a subcontract to whicWtis not a party. 

Contrary to thisrequir^ iriS|ntract funding, as indicated in the table 

below, was^awkS P ,xmdcd ^ MSE ° 

document of ,he 'requ&d sub%tracting approval. This funding was in addition to 
648,963 infilling from staiei|encies under contracts directly executed with MSEC for the 
three-y ear period^ cQ^ered by the aucHt. 
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Purchase of Service Funding for MSEC Operated Programs * 
July 1, 2007 through June 30, 2010 



Paid through MEC without Subcontract 
Approval 
DDS Employment Services 

DDS Community Based Day Services 

DDS Blanket Services 

MRC Vocational Services 

DTA Employment Supports 

EOHHS Salary Reserve 

Total Paid through MEC 

Paid Directly to MSEC 

MRC Independent Living Day Services 
MRC Vocational Services 
Total Paid Directly to MSEC ** 
Grand Total 





Fiscal Year 


Fiscal Year 


Fiscal Year 


Total 


2008 


2009 


2010 


$2,161,650 


$691,672 


$717,267 


$752,711 


331,018 


112,693 


113,906 


104,419 


• 53,299 


33,137; : ; 


20,162 




134,088 


59,822 


74,266 




144.471 


69,335 ; " 


75,136 




15,456 


I::;-: 7,237 


Hi;:-, 8,219 




32.339,982. . 


; $973,896 


' SI. 008.956 


$857,130 



mh$50,139 
jlK 5^824, 
'^6:48,963^ 



m\M\l:,. S3 488.945 
- Source : Office of the State Conftijer accountp system records. 



$17,C59 
160,569, 
; , 177.628 ? 
151.524 



$16,911. 
162,725 
179,636 
51.188.592 



$16,169 
275,530 
-291.699 
$1.148.829 



Second, ^mMW^fn mdugli^e DD^mployment and community based day services 
and the MRC day servrce^i been' lately contracted as fee-standing programs, each with 
its own applied budget and% ratafee, MSEC improperly operated these services as a 
single consoHdl^ogram referred to as the Over 22 - Today and Tomorrow- Program, with 
shared facilities and^aff. We all| Identified that MSEC had not adhered to the staffing and 
budget specifications oMfe igfeacts. Specifically, the two DDS and one MRC contract 
together funded 53 to 54 client slots per year for fiscal years 2008 and 2009. Although MSEC 
reported serving between 50 and 52 adult clients in die. consolidated program each year, 
according to the UFRs it filed each year with OSD it did so using the equivalent of only 6.5 to 
8.0 full-time direct service employees in these programs each year as opposed to the between 
14.4 and 15.4 fall time equivalent staff members that it had agreed to provide under these 
' contracts. We. estimate that this arrangement resulted in MSEC's incurring approximately 
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$200 000 less- in salary expenses each yea, by understaffing these programs-. In addition, MSEC 
then partially offset the savings it realrzed from not fully staffing these programs by charging 
administrative staff and other adrninistrative costs to these contracts far above amounts 
approved by the contract budgets. For example, salary expenses associated with MSEC senior 
administrators were direcdy expensed to the program even though there was no appropriate 
time and' activity documentation to substantiate these charges. In addition, various 
administrative costs, including personnel costs for MEC senior managers, were indirectly 
allocated to these programs m amounts exceeding those' provided for in contract budgets. 
Specifically, although the three contract budgets had effective^phorized the expenditure of 
between $25 and $26 on administration for every $100 sp^W non-administrative costs, 
MSEC had charged the program at least $50 per $10Q^fiscal y^OOS and at least $49 per 
$100 for fiscal year 2009 in administrative costs^j Additionally, M*SEC invoiced DDS for 
additional supplemental payments in both fiscal $§2008 and 2009, receiving a total of $53,299 
over and above its original contract amount. How|er, theiftas no evident MSEC 
actually needed this supplemental fandfgjs since there w^ dy adequate funding provided in 
these contacts to fund these services, fgip^tcome of the| questionable arrangements was 
a reported $136,123 excess of revenue over expends for the program in fiscal year 2008, a 

surplus equal to $18^jg!^^ 2 °° 9 * ** ™ 

$127,418(17.6%). 'iiijjlj.^ ">jj;i!_ ' ' ■' 

Governance ''^]$>^&^^W&\h:. ^Hu. 

Dunng 6uj!iffi"we ;i lii^ed11^al conce^rektive to the governance of MSEC. First, 
pursuant Itahapter 40, slftn 4E Wthe General Laws, each education collaborative is an 
association School commitlfe with %agement responsibility resting with a Board of 

- Directors compollfef a designe^m each member district. We obtained minutes of a non- 
publicly advertised m»g of th||foEC Executive Board" held on March 7, 2007 to discuss 
changes to MSECs collabb ! |#i%eement, which had, with certain revisions in 1988, been in 
place since the 1976 organization of the collaborative. Superintendents from four of the seven 
school districts then comprising MSECs membership attended the meeting. Tne approved 
changes included elimination of the provision requiring approval of an administrative budgets; 
the addition of new member districts, including a provision prohibiting member districts from 
joining other education collaborative*; and a provision allowing the MSEC Board of Directors to 



further amend the Collaborative Agreement without firs, obtaining approval from member 
school committees. Although DESE approved this new agreement, in our opinion, the changes 
made to MSECs Collaborate Agreement at this meeting reflect a control environment that is 
inconsistent with the ckmate of integrity and transparency essential for effective and accountable 
government entity operations. Clearly, these changes have tire effect of minnnizing school 
committee ovetsight and control of MSEC. Further, this agreement remains in effect in 
perpetuity, having no requirement for periodic renewal by member districts ot by DESE. 
Finally the new provision of MSEC's Cottaborative Agreement that allows for the further 
amendment of the agreement without the approval of member 0* committees conflicts with 
the provision of Chapter 40, Section 4E, of the General L#ij|ich states in tefetence to the 
Collaborative Agreement: "The agreement shall be ,g#t to approval of the member 
school committees and the commissioner of educatBip 

Second the Massachusetts Open Meeting Law, C%,er 30A, Section 11A % die General 
Laws applies to all governmental b«dies, includrng^caSyri' collaborative*. statute 
requires that meetings be open to me^thaf notice »fi|uch meetings be publicly posted, 
and that accurate records of the meeting^ .keftiffl^e avalabk to the public. Although 
MSECs Collaborative Agreement acknowledges mat^is reqfeed to comply with the 
requirements of the Q^Ofe-, during«o ;ffi |» w« ! «^ " ta * Ch MSEC 
failed to meet various ^ementijif tins «£$. Specifically, we found no evidence of 
appropriate pnorpuhlic postfe "1 November 20,0. In addition, although 

board miiauiiiefflyslrefaeiitdie Boara%B. ff eHors entering into executive session, the 
documents MSEC pro& to us>% insufficient to show compliance with s„b,ect material, 
procedural, lofceordkceprnglfeAementfiapphcable to such executive sessions. The law and 
applicable guidani^omulgatec, ftthe OAG require that executive sessions only be held for 
certain purposes, miffing labo 5 §goti,tion strategy meetings, certain personnel matters, and 
eight other purposes spec%i|&v, each of which is covered by detailed gmdance issued by 
the OAG In all cases, the basis' for the executive session must be stated beforehand in a public 
meeting session that has been publicly posted in advance as required by law, and the decision to 
enter executive session must be by a roll call vote. AU discussion is to be appropriately 
summarized, although a written transcript is not required. All decisions and actions taken are 
subject to roll-call votes and must be documented and minutes for the session must be approved 
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rn a timely manner. AB nunutes, documents and exUbrts must be earned and seated as pubhc 
records. How™. - noted repeated stances m whrch general sessions held at the - of 
executive sessions dtd not appear to have been pubhdy posted, and there was no documentation 
that executive sessrons had been proper!, announced, approved, or conducted for perm.ss.ble 
purposes. In at least one instance, execunve session mmutes were stated to have been approved 
a year after the fact, in April 2008. 

THrd whale the MSEC Collaborative Agreement references the statutory tenement for 
accountmg for collaborative activity through a mast fund and forj| S appotntment of a bonded 
treasurer the Superrntendents comprasmg the MSEC Board o|»|ectors drd not establish such « 
™t fund and .nsread .lowed all fands to be held on a §pni%J bas.s w.th MEC hinds Ui 
bank accounts held m MEC. name until Aprrl 201^$!**. S« y^ff » ** -* ^oi, 
we noted references rn the notes to MECs tin»r«i|ffitements drat MEC a|s d as the Treasurer 
for MSEC- In June 2010 MSEC appointed a part-tii^'e^Treasurer,.,. However, this;|ndividual was 
a former MEC manager who drd not appear: to have ^0&e rn a municipal! treasurer or 
similar position. 

Finally MSEC. Collaborative.Agreement'lily recpe^ Bo J^Dttectors to meet twice a 

year whrch rs less fa^S^fer educati^Jcon^W;^,^ «* te W M 

,o provide proper J$t of Ms'fts ,ctiv.A|itt«her, MS«s Collaborate Agreement 

does not ^r^'-^ii'te ^iSC" k d0 ' S ™* ^ b0ild '° 
. review ai^^^'^^W'iiiij^' 8 ™ ^^Sfii,,, 1 ' 4 !' 1 



Interna/ 



Controls 



All orgamz-tiolfeust establrsn'iferns fofte appropriate control of operations and finances 
irr order to mmrnllthe rrsk fori§ud, wast.; abuse, or noncompliance wrth applicable legal, 

regulatory, and c»A,«q S ill^- C ° ntto1 * ho e ™°" ^""^ * 

poUc.es, minrmize dre ns^ildesirable events, and ensure drat desrred outcomes wtU be 
obtarned effiaently and economrcally. Responsrbilrty for establishing control systems rests wrth 
an organization's Board of Directors and senior- managers. 

As detailed m the other sections of tins report, dunng our audrt of MSEC we rdentified a 
number of rntemal control deficienc.es. It rs important to note that andat reports and audtt 
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management letters prepared by MSECs three pnvate accounting firms for penods extending at 
least back to fiscal year 2002 document a long history of identified internal contr-ol deficiencies. 
Many of the problems identified in these reports relate to internal control deficiencies that still 
existed during our audit period, including the absence of appropriate written contracts with 
school districts and other parties, invoicing and accounting accrual deficiencies, the failure to 
adhere to conditions of government grants and contracts, the failure to adequately document 
employee time and activity, inconsistent recording of transactions, cash handling inadequacies, 
inadequate fraud awareness systems, and the absence of formal, written business office and 
accounting procedures. Even problems that were identified an|Pressed by MSEC staff were 
not addressed in a timely manner. For example, MSECs gff^ 2005 audit report ated the 
absence of formal, wrrtten procedural manuals; howev^tto sucnih.anuals were created until 
August 2008. We also identified a variety of additi§P'deficiencies not! referenced in prior year 
audits These included arrangements allowing to control and use^ount with the 

Massachusetts Municipal Depository Trust even th% use p|pch account, isj^stncted by 
statue to government entities, and inf fquate controls ! og|penues in its vocational school 
small engine repair program. In term^Bpe^enues in'^j vocational small engine repair . 
program, although individuals are required^ pay serves; ;tkey receive in this program, 

we found that during ou^Sl^d, Jl^l-rep^^^^d b.en provided to MEC and 
six managers of MEctlsEC, illjiding the MMfccutive Director, the joint MSEC-MEC 
CFO and the current Mlfe|Treasu|r ? without ^fomentation of payment. An organization's 
Board of Dir«fcd, senli§|^%^ to %blish appropriate control systems or 
anowmgilSed'c^ tes^o^ typically reflects a poor control 

environment "tone at thel|f;.s lg ni%tly heightening the risk for fraud, waste, or abuse on 
the part of seniotjfaanagers. 

During our audi,, we also found np indication 4.. MSEC had established appropriate control 
systems over information' t B ^§& (IT) arrangements with MEC for shared computer systems 
operated by MEC. For example, there were no documented controls over MEC access to 
sensitive student and other collaborative electronic data such as eman and other archived 
electronic documents. The archiving of all electronic records, Including email, is required by 
both federal and sate recordkeeping requirements and extensive regulatory security and privacy 
provisions appllc.Me to educational entities have been established by die Federa! Education*! 
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Rights and Privacy Act and by Massachusetts laws such as Chapter 93H of the General Laws, 
whtch establishes pnvacy and data security requirements for both public entities and private 
organizations and businesses. In order to ensure compliance with such requirements, MSEC 
should have implemented detailed policies and procedures, including standards and contractual 
provisions applicable to any decision to rely on an external organization such as MEC for IT 
operations and control and maintenance of both public records and private student and 
employee' information. However, there was no documentation that appropriate arrangements 
had been established by MSEC or that such issues had been considered in purchasmg IT 
services from MEC. Accordingly, there was insufficient assurg^of statutory and regulatory 
privacy protection safeguards or the ability to retrieve public 'records and data without MEC 
restrictions. 

In addition, we found that MSEC had not established adequate internal;^, tols to ensure 
compliance with Chapter 32, Section 91 of <he General Law ?; f elatrve to i%work a public 
employee can perform subsequent to their retirement? -dit, we noted^that certain 
retired public employees appeared to^i&^hed servifeo MSEC on an indirect basis, 
while employed by MEC. The pvovas.on; of such ; services is Restricted by law. Specifically, 
Chapter 32, Section 91 of the General laws prohibits paymcntfor '^service rendered" by the 
retiree beyond 960 ho^i&r calendar yea, In acldtuon, the compensation provided, when added 

■ to the individual's retirlfc aUowaii| cannot exceed the salary that is currently being paid for 
the position from which .helhdiy.luaUeti^d/lhe Public Employee Retirement Administration 
Commis S io^|li H ii|ted t0 ^ ^ 
retirees liifemployed by pfete companies but are providing service to government entities. 

■ Despite these restrictions, we%nikd Several mdrviduals employed by MEC, including the 
MEC Executive Doctor and varffljs retired school superintendents, whose provision of service 



to MSEC through MEC 



may bejjfibject the these restrictions. We requested documentation 
Lin MSEC regarding 3|a|Svice arrangements but this information was not provided. 
MSEC's failure to provide requested documentation regarding these staffing arrangements, made 
it impossible for the OSA to determine the extent of any instances of non-compHance to these 
provisions of Chapter 32, Section 91. 
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Budgeting and Pricing 

As a governmental entity, MSEC ,s recced to estabhsh systems to acutely budget and 
morutor — and expenses and develop detaOed budge, estimates so tbat tt can establrsh 
accurate fees for servrces. Achate budget estimates and comparisons of budget to actua! 
revenue and expense mformatton are also essential for board ovetsrght purposes. The 'DLS and 
the 'OAG have rssued gurdance relative to the fees governmental agencres such as MSEC can 
charge for their servrces. This fiance, based on Massachusetts Supreme Judrcral Court 
JL m cases such as Emerson CoUege v. Boston, 391 Mass. |5 , 427-28 (»84) effective!, , 
state tin, the amount of fees a governmental agency charges gffirWes should no, exceed «s 
actual cos, of provtdrng tire servrces. Whrle small annual .ufufeare permrssrble and expected 
due to tire need «o avord tncurring defies and to aWfflr unavOrdaMe expense and revenue 
varrances due to factors such as enrollment chips, surpluses niy;|o, be unreasonably 
accumufated, and fees for followrng years should! adpsred accordrngly. Fffl|cal and regrona, 
school districts, these restrictions are effeenvdy mcor%d tngtatutes tha, perr|t generation 
and retention of only Smrted surplusiife,5%) and reffthat excess amounts be used as 

offsets for the folowurg yea, C^ff^A ^ ** 

bv DLS- but such external control and ov%ht ai% ffi ents Whet m place for educanon 

Natives. Instead, 09^^^ rs^Pnsife for ensurtng tint tintion and 

fee-setting practices Hp* wrrh 1^ ^ " ^ "* " 

conjunct wrth dreir a|r|v.al anfc.of budg^ revenue, and expense mformatton and 
projections for general ^ffiMHil,^ - <°und that MSEC, budgeting, 
finana Jfrting, ac3|ng, al|ticing »* * ^ » ^ ^ 

oversight Ifcsure accountability, mc%g compEance wrth appEcable standards for setung 
fees. FurtiJSfeto m adec%accountg and budgetary controls, MSEC has charged 
excesstve fees to its Mefaber and Mmember school districts. 



We found no documentalil» MSECs Board of Drrecors were provtded comprehenstve 
budgers showtng both proved expenses and revenue for each admmtstianve and 
programmatic aenvrry cen,er for me year ahead, along wtrh detailed underiymg mformation 
necessary for Wormed review. MSEC managers provtded only hn.red program expense 
mformation, and tire board approved turoon rates based on comparrsons to titmon rates at outer 
education collaboratives or pnvate speaal educanon schools tirat managers asserted were 



comparable to MSEC programs. The quesuon of whether pro,ected revenue resultrng fiom 
proposed price, and available enrollment projections would meet or exceed reasonable costs for 
operas and admmrstermg each program was no, addressed. Instead, the Board of Drrectors 
sm ply accepted the proposed pnces, rndudrng a ,5% mark-up on rumon for students from 

non-member school districts. 

Our analysts of MSECs fiscal year 2009 financial t*rgs wrth OSD rndrcated that MSEC 
managers had in fact budgeted operaung surpluses for erght of 10 turuon-based programs, wtth 
an overall budgeted surplus amount of approxrmate ly 12.97 ^|33%) « net revenues ov 
a budgeted expense total of J12.73 mrlhon for drose propams^ordmg to MSECs own UFR 
filing, actual revenues for these programs were suffiaent : t|Pduc| a combined excess of 1274 
mdUon (19.8%) rn net revenue over actiral expenses, tfhng 113.85 iil|on. We calculated that 
less than tl-07 mMon of the excess was att^iMe to the 15% markup on non-member 
rurtions, whrch account for approsrmarely 55% 3%C ^.revenue. T^remarnrng net 
srrrplns of approxrmately ,1.67 mrBor.appeared to be%ut|ffi.o charge, to MSEC member 
drstncts that were ur excess of stateSl%tional «* ^ 
budgeted and generated on s«ate-purchaseci!|pP% ffl a srmrliy |amrer, resulting in a reported 
budgeted overall excess rey^ total of ^^^fiT % 
JL The actual repJKIfcowed a%#«1%^on (16.8%) over ,15,1 
ruMon in actual expeli** MSEfias re P ortei| the fiscal year 2009 Unrfonm Ftnancral 
■ Statements andlndependeJlUdrtillpRrt^F^^ addrtron, durmg our review of MEC s 

Internal Revlf Ml W filled ^* *» MSEC ' S ^ ^ 
we foul^evtdence sug|ting 'li«hMSEC 'manage- — ed bonus/mcentive-based 
compensauolirhrpugh MEC?^ vM&ked to the generation of surpluses on MSEC 



operations. 

Ml 



Lancia, FMngs witt ite Co^weM's Operations, Services DMsion 

Stnce MSEC recerves over liloOO in fundmg from state human servrce contracts, tt » recprred 
to have annua! audits performed by private accounting firms in accordance wrth government 
audrdng standards and audrt guidehnes estabHshed by OSD. These audit reports, accompanred 
by financial statements and supplemental submissions, tnciudmg organrzation and program- 
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pecrfic finanaal and employee/chent Ration and related-party and management 
mpensation disclosures, must be filed with OSD each year. 6 

through 2010, both MSEC and MEC were subject to these requirements, 



s 

co: 



For fiscal years 2008 throug! 
and neither requested nor received exemption 
years is summarized in the following table: 



from OSD filing requirements. ■ Funding for those 



Purchase of Services Funding for MSEC-Operated Programs * 
July 1, 2007 through June 30, 2010 

Fiscal Year 2008 Fiscal Year 2009 Fiscal Year 2010 Total 



Paid Directly to MSEC ** 
Paid to MSEC through MEC 
Total Funding 



$ 177,628 
973.896 
£1.151.524 



$, 1 179,636 
..1,008.956 
$ 1'18SJ92 



$ 291,699 
857.130 
1 ft 1.148.829 



$ 648,963 
2.839.982 
::. S3J88J45 



l Zl Office of the State Comptroller ^u^|g records, wh|||lmewhat from amounts stated in MSEC 

"^IfL total ($160,569, $162,725 and to4 3 |&al years 20C3% S h 2010, respectively, represented 
federal grant funding passed through MRC contracts with MSEC. : " HUf M ; , . ''W^ 

Historically both MeIE alinf! OSD » 

mtertwHted -« of thSfeatiorffc i° mt % ^ ° ndeI MSECS Mme> 

ptacn ce c^is^ W!!&r^» r flscal ye " 2010, * e * 8 m 

only aU d||13»|| r llllglemenSiteo^on for MSEC, wkhout eHret jotndy 

or sepatatcl^filpd submission^ j^MECHHj^^ 



Uii 



Durrng out re«ltef,the UHulfe by MSEC « noted several financtal reportrng.rssues, » 
addrtron to issues!*** dtsc||ed m tins report regardnrg undisclosed related party 
transactions, non-retrnbur^jlSenses, failure to operate programs as reeled by contracts, 
and the rnisreporung of staring arrangements and assorted expenses. AdcMonal rssues 
include: 



;tV,<»r MSF.C or MEC. 



However, those exemptions do not apply to either MSEC or MEC. 
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. Auats of mec and msec conducted ^^^^Z^ 

the fact that it was requited to submit such filings. 

. The MSEC and MEC management compensation disclosures were mcom P le \ COV ^ 
W not all of the individuals for whom disclosures are required by OSD. 
some but not j d * ^ ^ ^ c satlon , 

remained ^^tS/rf*-^ rnformauon in MECs 

sss^^t^s - slices: 

total of $464,411 in toed compensation trfisirndividual. '''V.j; 
. MSEC did not ptoperly account for its admlistt^lpKpenses Speedy, certain 

^^^3ffi» Kmec €^ fated » 

GAA1. bimilany, vano 'inn , w ; e! Estimate thatiMSEC incorrectly reported 

been reported dJp&sesifoMECprog^tosgp!- ^ -Mjlp 
Tax Issues ' \ > 

MSEC has no«»Sfed andlpPp 1 !!,^! fc" » * ^ 64H ' 

Section 6#K *elliralLaw%DOR P%es' By law, sales of meals to students are 
exempt ^taxation. Hclfe, wnffl^eals ate provided to other non-exempt individuals, 
deluding .elk and other ^Shool enftyees, and outstde individuals such as walk-in 
customers ot for InWpUon at cateted bustness ot local school district employee events , taxes 
must be collected and1i 9 stted|«n the Commonwealth. We found that although one MSEC 
vocational cuHnary atts sitSf Itica depostted meals taxes for cate^ig saies, it dtd not collect 
or deposr, meals taxes for over-the-counter sales to employees, outside vts.tors such as local 
school drs.net and state agency officials, or wafcin customers from neighbor^ businesses. 
Further DOR requites food service operations to maintain certain documentation regarding 
meals provided to both exempt and non-exempt individuals, including meal counts and sales 



i Estimate is for fiscal year 2009. 



amounts by each category. However, MSEC did no, adequately mamtam such tecords m tins 
program and tnstead s,mply categorized catermg sales as taxabie and over-the-counter sales as 
tax exempt, regardless of the customer's status as a student ot non-student Due to tins 
recordkeeping deEcrency, it was not possible to deterrmne the amount of taxes that should have 
been collected. However, for fiscal year 2010 alone, the over-the-counter sales at this vocational 
program exceeded J85.000. Moreover, durrng our and., we noted that the major*, of sales were 
accounted for by non-exempt customers. Srrmlar but smaller scale food servrce operates 
exrsted at both Chelmsford and Topsfield alternative vocational school srtes, where meal, were 
also sokl to non-exempr indrvrduals. For those two srtes no gp'.a* collections or depostts 
had been recorded in MSEC records. ^^ff^h. 

In addition, durrng fiscal years 2008 and 2009, we fougithat MSEC^dent wages totaling- over 
$1.1 million, for students who worked in its prog||s; had been imsrepdr^s MEC employee 

wages. • .diHii; ' ! U;U;, 

,p ■ "M il'>ii.n'it" Mi'' 

Recommendation 

'The questionable governance, internal ^i!%dgeting, 'p% procurement, contracting, 
UFR filing and tax filing. issues, identified^^s^febrt.are beii^ referred to responsible 
oversight authorities f^lfflffli&^t^ife^-^^ ^^on ° f 

appHcable tax coEectioilknctionsSnalties, aMf -turn of nonreimbursable expenses and 
excessive charge,, amouX.fc .ftfc^ membe^^d non-member districts and the 
Conmm^^lte^itlEC an^%e*chool districts, as well as DESE and 
other ois|it entitiesfsftld take^diate action to ensure that MSEC complies with all 
appHcabkfflferegulations, o%ight afc guidance and contractual terms and conditions. 
Given the cumulfce, serious, an&ng-term nature of the problems identified by our audit and 
the major conflicts Interest and^er deficiencies identified regarding governance of MSEC 
by its Board of Director*^* managers, we believe that immediate outside intervention, 
such as the appointment ofltceiver, may be warranted and that appropriate resolution and 
recovery action may require the restructuring of MSEC and its board. 
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APPENDIX 



MERRIMACK SPECIAL EDUCATION 
COLLABORATIVE GOVERNANCE 

MSEC Board of Directors (School District Superintendents) 

Fiscal Year 2009 

Anthony Serio, Chair 
Donald Yeoman 
Spencer Mullin 

Alan Genovese 

Judith Klimkiewicz^. 

Maureen Marshall:' 

Christine McGrath ''f 
parrell Lockwcod 

Everett Olsen : ,f ; 
William DeBosa 

Valley Technical was not documented to have students enrolled af MSEC during the audit period. 
**. Change effective March 2010 ,>l\\\im::u,. ' ';i!h. 

*** Chanqe effective June -WlO.y. 'MjlHiis 5 ' i ; MiH;i; = : . : nH 
.slSiilti- 11 "" '"'--Wr., ^inh.. ' {i hm^ " 

, t j i 5 ' • 1 ' = \ = i ! - 1 ' ' -■ '< - ■ : ■ ': I " ' • j ' 

Others: llMV' '^Hlk ■ " u ' 

James Anderson,' M$EG. Treasurer effective;June 2010 • 

John Fletcher, MSEcHd^ecutive Director 'sjjij^ 

Donna Goodell, MSEC Co-Exeputive Director 

Carl Nystrom, MSEC/MEC Chief' Financial Ofiicen^:, 

Mary Clisbee, MSEC Executive Director: resignedUuly 2007 

Richard W McDonough, MSEC Director olpic Affairs and Government Issues - retired December 2008 
lohn Rarranco MEC Executive Director responsible for general management and oversight of MSEC from October 2007 through 
^S^^^^ MSEC/MEC AdmirtiStratiVe SerViC6S UCenSe A9reeme 



School District 


Fiscal Year zuuo 


Riiiprica 


Anthony Serio 


Chelmsford 


Donald Yeoman 


Dracut 


Elaine Espindle 


Groton-Dunstable 


Alan Genovese 


Regional 




Nashoba Valley 


Judith Klimkiewicz 


Technical * 




North Middlesex 


Maureen Marshall 


• Regional 




Tewksbury 


Christine McGrath 


Tyngsborough 


David Hawkins, Chair 


Westford 


Everett Olsen 


Whittier Regional 


Karen Sarkislan.. 



Fiscal Year 2010 


As of April 8, 2011 


Anthony Serio, Chair 


Richard Safier 


Donald Yeoman 


Frank Tiano 


Spencer Jylullin/biaine 
Espindj'eltfU 5 ' 


cfopu Srott 


Alari Getipveso/Joseph 
• MiastrbcoSa *** 


Joseph Mastrocola 


! Judith Klimkiewicz 


Judith Klimkiewicz, 


■ n ;s s: 


Chair 


Maureen Marshall' ; u|j;; 


, Maureen Marshall 

■ 7 ? - . 


Christine McGrath 


'\iof]h O'Connor 


jbarreil Lockwoori/ 


. Donald Ciampa 


Donald Ciampa *** 




Everett jcblsen 


Everett Olsen 


; William DeRpsa 


William DeRosa 



